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NEW YORK STATE INCOME TAX 

INDIVIDUALS 

Q. Who is subject to tax? 

A. Every, resident of the State and every non-resident deriving 
income from all property owned and from every business, trade, 
profession or occupation carried on in the State. 

RESIDENTS 

Q. Who must file a return? 

A, Every resident of the State having a net income for the 
taxable year of $1,000 or over if single or if married and not 
living with husband or wife, or of $2,000 or over if married and 
living with husband or wife. 

If a husband and wife living together have an aggregate net 
income of $2,000 or over, each shall make a return unless the 
income of each is included in a single joint return. 

If the taxpayer is unable to make his own return, the return 
shall be made by a duly authorized agent or by the guardian or 
other person charged with the care of the person or property of 
such taxpayer. 

Q. When must returns be filed? 

A. Any time after January 1st, but not later than April 15th. 

If the return is based on a fiscal year different from the calendar 
year, it must be filed on or before the 15th day of the 4th month 
following the close of the fiscal year. 

Q. Where must returns be filed? 

A. With the Comptroller of the State of New York at Albany, 
New York, or any district office of the Comptroller, located at 
Albany, Borough of Manhattan, Borough of Brooklyn, Borough 
of The Bronx, Jamaica, White Plains, Buffalo, Rochester, 
Syracuse, Utica, Elmira, Binghamton and Kingston. 

If sent by mail, it should be addressed **New York State 
Income Tax Bureau" and the address of the district office to 
which it is sent. 



STATE INCOME TAX— PERSONAL EXEMPTIONS 



Q* Can an extension of time be obtained within which 
to file a return? 

A. Yes. The Comptroller may grant a reasonable extension 
of time for filing returns whenever in his judgment good cause 
exists. Except in the case of taxpayers who are abroad, no such 
extension will be granted for more than six months. 

Q. Where can blank forms of return be obtained? 

A. From the Comptroller upon application or from any district 
office of the Comptroller, but failure to secure the form will not 
excuse any taxpayer for failure to file any return required by law. 

Q. What is meant by net income? 

A. For the purpose of determining whether or not a return 
should be filed net income means gross income (not including 
exempt items, for example, interest on Federal or New York 
State Bonds) less certain of the deductions mentioned on page 1 1 , 
and briefly shown in the following example: 

GROSS INCOME DEDUCTIONS 

Gross Income from all 1. Business expenses $2,400 

sources $5,000 2. Interest paid 200 

(But not including hicome 3. Taxes paid 115 

free from tax, see p. 11) 4. Losses 150 

5. Bad debts 75 

6. Depreciation 100 

Deductions 3,100 7. Contributions 60 



Net Income $1,900 $3,100 

If unmarried, a return would have to be filed by you in this case 
since your net income is $1,000 or over, but if you are married 
a return would not have to be filed by you because the net income 
does not amount to $2,000 or over. 



PERSONAL EXEMPTIONS 

Q. What exemptions are allowed a resident taxpayer in 
computing his net income? 

A. In the case of a single person, a personal exemption of 
$1,000, or in the case of the head of a family or a married person 
living with husband or wife, a personal exemption of $2,000. 

A husband and wife living together receive but one personal 
exemption of $2,000 against their aggregate net income; and in 



PREPARATION OF INDIVIDUAL RETURNS 

case they make separate returns, the personal exemption of $2,000 
may be taken by either or divided between them. 

$200 for each person (other than husband or wife) dependent 
upon and receiving his chief support from the taxpayer, if such 
dependent person is under 18 years of age or is incapable of self- 
support because mentally or physically defective. 

RATES OF TAXES 

Q. What are the rates of tax I will have to pay? 

A. The tax is imposed at graduated rates as follows: 
1% of net income up to $10,000; 
2% of net income over $10,000 and not over $50,000; 
3% of net income in excess of $50,000. 

PREPARATION OF INDIVIDUAL RETURNS 

Gross Income 

Q. What income must I include in my return? 

A. The following must be reported : 

(1) Salaries, wages or compensation for personal service 
of whatever kind and in whatever form paid. 

(2) Gains, profits and income derived from professions, 
vocations, trades, businesses, commerce, or sales, or deal- 
ings in property, whether real or personal, growing out of 
the ownership or use of or interest in such property. 

(3) Gains, profits and income derived from interest, 
rents and securities. 

(4) Dividends. The statute defines a dividend as any 
distribution made by a corporation out of its earnings or 
profits to its shareholders or members, whether in cash 
or in other property or in stock of the corporation. 

The Attorney General, however, has rendered an 
opinion to the effect that true stock dividends, i. e., div- 
idends paid in stock of the corporations declaring the 
dividend, were not intended to be taxed by the Legisla- 
ture and, therefore, should not be included in taxpayers' 
returns as gross income. 

He points out that this opinion does not apply to 
dividends paid in stock of corporations other than those 
declaring them, nor to dividends paid in stock of the 
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declaring corporation purchased in the market for that 
purpose, but only to distribution of new or unissued stock 
to evidence the transfer upon the books of the company 
of items from surplus, undivided profits or some similar 
account to capital account. 

(5) Gains, profits and income derived from the transac- 
tion of any business carried on for gain or profit. 

(6) Partnership Profits. Your share in partnership 
profits whether divided and distributed or not (net profits 
not gross). 

(7) Gains or profits or income derived through estates 
or trusts by the beneficiaries thereof, whether as dis- 
tributed or as distributable shares. 

(8) Gains or profits and income derived from any source 
whatever. 

The foregoing items must be included in the gross income for 
the taxable year in which received by the taxpayer, unless, under 
the methods of accounting permitted in this law, any such 
accounts are to be properly accounted for as of a different period. 

Q. What is the method for determining gain or loss in 
the sale or other disposition of property? 

A. For the purpose of ascertaining the gain derived or loss 
sustained from the sale or other disposition of property, real, 
personal or mixed, the basis is, first, in case of property acquired 
before January 1, 1919, the fair market price or value of such 
property as of January 1, 1919, and second, in case of property 
acquired on or after that date the cost thereof; or the inventory 
value, if the inventory is made in accordance with the statute. 

Q. On July 1, 1920, I sold a house for $20,000 which 
I bought on October 1, 1917, for $10,000. What profit^ if 
any, must I pay a tax on? 

A. The difference between the selling price of $20,000, plus 
depreciation, if any, deducted in your New York State income 
tax return covering 1919 and the fair market value of the house 
on January 1, 1919. 

Q. In 1920 I sold bonds for $9,500, which I had pur- 
chased in 1919 for $8,200. I also sold at the same time 
stock for $7,000 which I purchased in 1919 for $7,500. 
How should I report such transactions in my income 
tax return? 

8 
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A. As both the stock and bonds were purchased after January 
1, 1919, you will report $1,300 profit on the bonds and $500 
loss on the stock. 

Q. When property is exchanged for other property how 
is the gain or loss determined? 

A. When property is exchanged for other property the prop- 
erty received in exchange is treated as the equivalent of cash 
to the amount of its fair market value, if any. 

Q. I exchanged securities in connection with the 
reorganization^ merger or consolidation of corporations 
and the securities received are of no greater aggregate par 
or face value than the securities exchanged. 

Is any loss or gain shown? 

A. Wheti in connection with the reorganization, merger or 
consolidation of a corporation a taxpayer receives, in place of 
stock or securities owned by him, new stock or securities of no 
greater aggregate par or face value, no gain or loss is deemed to 
occur from the exchange, and the new stock or securities received 
are to be treated as taking the place of the stock, securities or 
property exchanged. 

Q. If the aggregate par or face value of the securities 
received is greater than the aggregate par or face value of 
the securities exchanged, what would the gain or profit be? 

A. The excess in par or face value is treated as a gain to the 
extent that the fair market value of the new securities is greater 
than the cost of the securities exchanged, if acquired on or after 
January 1, 1919, and its fair market price or value as of January 
1, 1919, if acquired before that date. 

Q. What income can I omit from my return? 

A. The following items are exempt from taxation and need 
not be included in your return: 

(1) Proceeds of life insurance policies and contracts 
paid upon the death of the insured to individual bene- 
ficiaries or to the estate of the insured. 

(2) The amount received by the insured as a return of 
premium or premiums paid by him under life insurance, 
endowment or annuity contracts, either during the term 
or at the maturity of the term mentioned in the contract 
or upon surrender of the contract. 
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(3) Christmas presents and other gifts including prop- 
erty acquired through will or by inheritance (but the 
income from such property must be included in gross 
income). 

(4) Interest upon 

(a) Obligations of the United States or its posses- 
sions. 

(b) Securities issued under the provisions of the 
Federal Farm Loan Act of July 17, 1916. 

(c) Bonds issued by the War Finance Corporation. 

(d) The obligations of the State of New York or of 
any municipal corporation or political subdivision 
thereof. 

(e) Investments upon which the investment tax 
has heretofore been paid since June 1, 1917, under 
Section 331 of the tax law, during the period of 
years for which such tax has been paid. 

(5) Amounts received through accident or health 
insurance or under workmen's compensation acts, as com- 
pensation for personal injuries or sickness plus any 
damages received whether by suit or agreement on account 
of such injuries or sickness, or through the War Risk 
Insurance Act or any law for the benefit or relief of 
injured or disabled members of the military or naval 
forces of the United States. 

(6) Salaries, wages and other compensation received 
from the United States, of officials or employees thereof, 
including persons in the military or naval forces of the 
United States. 

(7) Income received by any officer of a religious de- 
nomination or by any institution, or trust, for moral 
or mental improvement, religious, bible, tract, charitable, 
benevolent, fraternal, missionary, hospital, infirmary, 
educational, scientific, literary, library, patriotic, historical 
or cemetery purposes or for the enforcement of laws 
relating to children or animals or for two or more such 
purposes, if such income be used exclusively for carrying 
out one or more of such purposes; but fees, stipends, 
personal earnings or other private income of such officer 
or trustee are not exempt. 

10 
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NET INCOME 

Q. In arriving at my net income what can I deduct 
from my gross income? 

A. The following can be deducted: 

(1) Expenses — All ordinary and necessary expenses 
paid or incurred during the taxable year in carrying on 
any trade or business, including a reasonable allowance 
for salaries or other compensation for personal services 
actually rendered, and including rentals or other pay- 
ments required to be made as a condition to the continued 
use or possession, for purposes of the trade or business, 
of property to which the taxpayer has not taken or is not 
taking title or in which he has no equity. 

(2) Interest on Indebtedness — ^All interest paid or 
accrued during the taxable year on indebtedness. 

(3) Taxes other than income taxes paid or accrued 
within the taxable year imposed 

(a) by the authority of the United States, or of 
any of its possessions, or, 

(b) by the authority of any state or territory, or 
any county, school district, municipality, or other 
taxing subdivision of any state or territory, not 
including those assessed against local benefits of a 
kind tending to increase the value of the property 
assessed, or, 

(c) by the authority of any foreign government. 

(4) Losses sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
trade or business. 

(5) Losses sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
any transaction entered into for profit, though not con- 
nected with the trade or business. 

(6) Losses sustained during the taxable year of prop- 
erty not connected with the trade or business if arising 
from fires, storms, shipwrecks, or other casualty, or from 
theft and not compensated for by insurance or otherwise. 

(7) Debts ascertained to be worthless and charged off 
within the taxable year. 
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(8) Depreciation — Reasonable allowance for the ex- 
haustion, wear and tear of property used in the trade or 
business, including a reasonable allowance for obsoles- 
cence. 

(9) Depreciation — ^As to mines, oil and gas wells and 
other natural deposits and timber, see special provisions 
in the act relating to siich properties. 

(10) Contributions or Gifts made within the taxable 
year to corporations or associations operated exclusively 
for religious, charitable, scientific or educational purposes, 
or for the prevention of cruelty to children or animals, no 
part of the net earnings of which inures to the benefit of 
any private stockholder or individual, or to the special 
fund for vocational rehabilitation authorized by Section 
7 of the act of Congress known as the Vocational Rehabili- 
tation Act, to an amount not in excess of 15% of the tax- 
payer's net income as computed without the benefit of 
this subdivision. Such contributions or gifts shall be 
allowable as deductions only if verified under rules and 
regulations prescribed by the Comptroller. 

Q. What items are not deductible in computing net 
income? 

A. (1) Personal, living, or family expenses. 

(2) Any amount paid out for new buildings or for per- 
manent improvements or betterments made to increase 
the value of any property or estate. 

(3) Any amount expended in restoring property or 
making good the exhaustion thereof for which an allow- 
ance is or has been made. 

(4) Premiums paid on any life insurance policy, cover- 
ing the life of any officer or employee, or of any person 
financially interested in any trade or business carried on 
by the taxpayer, when the taxpayer is directly or indirectly 
a beneficiary under such policy. 

Q. When must inventories be used in determining net 
income? 

A. Whenever in the opinion of the Comptroller the use of 
inventories is necessary in order clearly to determine the income 
of any taxpayer, inventories must be taken by such taxpayer 
upon such basis as the Comptroller may prescribe, conforming 
as nearly as may be to the best accounting practice in the trade 

12 
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or business and most clearly reflecting income, and conforming 
so far as may be to the forms and methods prescribed by the 
United States Commissioner of Internal Revenue under the 
Revenue Act of 1918. 

Q. In determining net income through inventories, 
how should inventories be valued? 

I 

A. Inventories must be valued at 

(a) cost, or 

(b) cost or market, whichever is lower. 

Whichever basis is adopted must be applied to each item and 
not merely to the total of the inventory. That is, if, for instance, 
basis (b) is adopted, the value of each item in the inventory will 
be measured by market, if that is lower than cost, or by cost, if 
that is lower than market. 

Q. I have always taken my inventories on a cost basis, 
which method I used in computing my net income for 
1919. Must I follow this method in 1920^ or can I take 
my inventories in 1920 at cost or market^ whichever 
figure is lower? 

A. Regardless of past practice, you are permitted to adopt 
the basis of ''cost or market, whichever is lower" for your 1920 
inventory, provided you note on your income tax return that 
a change was made in the basis of inventorying. Thereafter, 
however, you can change your method in taking inventories 
only after permission is secured from the Comptroller. 

Q. Upon what basis must net income be computed? 

A. Upon the basis of the taxpayer's annual accounting 
period (fiscal year or calendar year as the case may be) in accord- 
ance with the method of accounting regularly employed in keep- 
ing the books of such taxpayer. 

Q* If no such method of accounting has been employed 
by the taxpayer ^ or if the method employed does not 
clearly reflect the income, how is the net income to be 
computed? 

A. Upon such basis and in such manner as in the opinion of 
the Comptroller does clearly reflect the income. 

Q* What is m,eant by fiscal year? 

A. Fiscal year means an accounting period of 12 months 
ending on the last day of any month other thaj\ 0^^^\^^«^ . 
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Q. If a taxpayer's annual accounting period is other 
than a fiscal year as defined in the preceding answer^ or, 
if the taxpayer has no annual accounting period or does 
not keep books^ upon what basis must his net income be 
computed? 

A. On the basis of the calendar year. 

Q» How may a taxpayer change the basis of comput' 
ing his net income from a fiscal year to a calendar year or 
from a calendar year to a fiscal year? 

A. Permission must be obtained from the Comptroller to 
make such a change. 

Where such change is from a fiscal year to a calendar year, 
a separate return must be made for the period between the 
close of the last fiscal year for which return was made and the 
following December 31st. 

If the change is made from calendar year to fiscal year, a 
separate return should be made for the period between the close 
of the last calendar year for which return was made and the 
date designated as the close of the fiscal year. 

If the change is from one fiscal year to another fiscal year, 
a separate return must be made for the period between the 
close of the former fiscal year and the date designated as the 
close of the new fiscal year. 

In all the above cases the net income must be computed 
on the basis of such period for which separate return is made, 
and the tax must be computed thereon at the rate for the calendar 
year in which such period is included, and the exemptions allowed 
must be reduced respectively to amounts which bear the same 
ratio to full exemptions provided for in the law as the number 
of months in such period bears to twelve months. 
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EXECUTORS, ADMINISTRATORS, TRUSTEES 
AND GUARDIANS, ETC. 

Q. Does an executor^ trustee^ guardian or other fidii' 
ciary have to file a return? 

A. Every fiduciary (except receivers appointed by authority 
of law in possession of part only of the property of a taxpayer) 
shall make under oath, a return for the individual or estate or 
trust for whom he acts as follows: 

(1) If he acts for an individual whose entire income 
from whatever source derived is in his charge and the 
net income of such individual is $1,000 or over if single, 
or if married and not living with husband or wife; or 
$2,000 or over if married and living with husband or wife. 

(2) If he acts 

(a) for an estate of a deceased person during the 
period of administration or settlement, whether or 
not the income of such estate during such period of 
administration or settlement is properly paid or 
credited to any legatee, heir or other beneficiary; 

(b) for an estate or trust the income of which is 
accumulated in trust for the benefit of unborn or 
unascertained persons or persons with contingent 
interests; or 

(c) for an estate or trust, the income of which is 
held for future distribution under the terms of the 
will or trust. 

And the net income of such estate or trust is $1,000 
or over. 

(3) If he acts 

(a) for an estate or trust, the income of which is 
to be distributed to the beneficiaries periodically or 

(b) as the guardian of an infant whose income is 
to be held or distributed as the court may direct; 

And any beneficiary of such estate or trust re- 
ceives or is entitled to a distributive share of the 
income of the estate or trust of $1,000 or more. 

Q. Where there. are two or more joint fiduciaries, must 
a return be filed by each fiduciary? 

A. No, a return made by one of two or more joint fiduciaries 
will be a sufficient compliance with the law. 
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Q. Are fiduciaries subject to provisions relating to 
deduction of tax and information at source? 

A. Yes. See pages 19 and 20. 

Q» How is the net income of an estate or trust com- 
puted? 

A. In the same manner and on the same basis as that applying 
to individuals, except that there is also allowed as a deduction 
any part of the gross income which, pursuant to the terms of the 
will or deed creating the trust, is during the taxable year paid 
to or permanently set aside for the United States, any state, 
territory or any political subdivision thereof, or the District of 
Columbia, or any corporation or association organized and 
operated exclusively for religious, charitable, scientific or educa- 
tional purposes or for the prevention of cruelty to children or 
animals, no part of the net earnings of which inures to the 
benefit of any private stockholder or individual. 

Q, To what income of estates and trusts does the tax 
apply? 

A. The tax applies to the income of estates or of any kind 
of property held in trust, including: 

(a) Income received by estates of deceased persons 
during the period of administration or settlement of the 
estate; 

(b) Income accumulated in trust for the benefit of 
unborn or unascertained persons or persons with con- 
tingent interests; 

(c) Income held for future distribution under the terms 
of the will or trust; and 

(d) Income which is to be distributed to the bene- 
ficiaries periodically whether or not at regular intervals, 
and the income collected by a guardian of an infant to be 
held or distributed as the court may direct. 

(e) Income of an estate during the period of admin- 
istration or settlement permitted (as explained in the 
answer to the next question) to be deducted from the net 
income upon which the tax is to be paid by the fiduciary. 

Q. Who pays the tax? 

A. In cases under paragraphs (a), (b) and (c) of the preceding 
answer, the tax is imposed upon the estate or trust with respect 
to the net income of the estate or trust and is to be paid by the 
fiduciary, except that in determining the net income of the 

16 
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estate of any deceased person during the period of administration 
or settlement there may be deducted the amount of any income 
properly paid or credited to any legatee, heir or other beneficiary. 
In such cases, the estate or trust shall be allowed the same 
exemptions as are allowed to single persons and in such cases an 
estate or trust created by a person not a resident and an 
estate of a person not a resident shall be subject to tax only to 
the extent to which individuals other than residents are liable. 
(See page 23 with respect to income taxable to non-residents). 

Q» Does the fiduciary pay the tax in cases covered by 
paragraphs (d) and (e) in the second preceding answer? 

A. In such cases, the tax is not to be paid by the fiduciary 
but there must be included in computing the net income of each 
beneficiary his distributive share, whether distributed or not, of 
thenet income of the estate or trust for the taxable year, or, if 
his net income, for such taxable year is computed upon the basis 
of a period different from that upon the basis of which the net 
income of the estate or trust is computed, then his distributive 
share of the net income of the estate or trust for any accounting 
period of such estate or trust ending within the fiscal or calendar 
year upon the basis of which such beneficiary's net income is com- 
puted. 

In such cases, the income of a beneficiary of such estate or 
trust not a resident derived through such estate or trust is taxable 
only to the extent provided for non-residents. (See page 23 
with 'respect to income taxable to non-residents.) 

Q. Is a fiduciary responsible for making the return of 
income for the estate or trust if the income is taxable to 
the beneficiaries? 

A. Yes. 

Q. What constitutes a resident estate or trust? 

A. If the decedent at the time of his death was a resident of 
New York State, his estate is a resident estate, and any trust 
created by his will is a resident trust. If the creator of a trust 
was at the time the trust was created a resident, the trust is a 
resident trust according to the Regulations of the State Comp- 
troller. 

Q. What constitutes a non-resident estate or trust? 

A. If the decedent was at the time of his death a non-resi- 
dent, his estate is a non-resident estate, and any trust created 
by his will is a non-resident trust. If the creator of a ttvss.t.^'^*^ 
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at the time the trust was created a non-resident, the trust is a 
non-resident trust. 

Q. Does the residence or situs of the fiduciary in any 
sense control the classification of estates or trusts as 
resident or nonresident? 

A. No, according to the Regulations of the State Comp- 
troller. 

PARTNERSHIPS 

Q, Must income tax returns be filed by partnerships? 

A. Every partnership is required to make a return for each 
taxable year, stating specifically the items of its gross income 
and the deductions allowed by the law, and must include in 
the return the names and addresses of the individuals who would 
be entitled to share in the net income if distributed and the 
amount of the distributive share of each individual. The return 
must be sworn to by one of the partners. 

Q. Is any tax imposed on a partnership as such? 

A. No; the partners are taxable on their distributive shares 
of the partnership net income, whether distributed or not. 

Q. Our partnership's fiscal year differs from the caU 
eridar year. How shall I report my share of the partner ' 
ship profits in my individual return which covers the 
calendar year 1920? 

A. You should include in your return your distributive 
share of the net income of the partnership for any accounting 
period of the partnership ending within the calendar year 1920. 

Q. How must the net income of a partnership be 
computed? 

A. In the same manner and on the same basis as provided in 
computing the net income of individuals except that the deduc- 
tion for contributions or gifts to charitable organizations, etc., 
will not be allowed and no personal exemption is allowed the 
partnership as such. 

Q. May charitable contributions made by a partner^ 
ship be deducted in computing its net income? 

A. No, but each partner may take as a deduction in his 
personal return his proportionate share of such charitable con- 
tributions, subject, of course, to the 15% limitation. 
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DEDUCTION OF TAX AT SOURCE 

Q. In what cases must I withhold a tax when paying 
samries and commissions? 

A. You need not withhold any tax in the following cases: 

(1) When the compensation for the calendar year is 
less than $1,000. 

(2) When employee files with you a certificate of resi- 
dence (Form 101) to the effect that he is a resident of 
this state and giving his residence address within this state. 

(3) When employee files with you a certificate (Form 
102 — Revised) showing that he is a resident of Massa- 
chusetts, and setting forth his residence address therein. 

In all other cases the tax must be withheld as follows: 

(a) 1% on the first $10,000, 

(b) 2% on the next $40,000, 

(c) 3% on amount over $50,000 

by which the amount of such compensation for the calendar year 
exceeds 

(1) $1,000 (if no certificate on Form 102 is filed) or 

(2) the amount of the personal exemptions allowed to 
the taxpayer as shown by his certificate of non-residence, 
and claim for personal exemption (Form 102 revised) 
filed by him with you. 

Q. Must the tax be udthheld on commissions and other 
forms of compensation? 

A. The withholding provision applies to ''salaries, wages, 
commissions, gratuities, emoluments, perquisites and other fixed 
or determinable annual or periodical compensation of whatever 
kind and in whatever form paid or received, earned by the 
taxpayer for personal services. 

Q. When must I report the tax withheld? 

A. All certificates on Form (102-revised) must be filed with 
the State Income Tax Bureau, Albany, N. Y., on or before 
April 15th (Supp. No. 1) covering the preceding calendar year, 
together with a return of the tax withheld on Form 103 and 
accompanied by payment of the tax withheld. 

Form 101 filed with the employer by resident employees 
should be retained by the employer and kept available for 
inspection by the Comptroller, for one year after the close of 
the calendar year. 
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Q. Must nevo certificates (Forms 101 and 102 — Revised) 
be obtained from employees each year? 

A. Yes. Furthermore if a resident employee changes his 
residence before July 1st he should be required to furnish another 
certificate giving his new address. 

INFORMATION AT SOURCE 

Q. If I pay over $1,000 a year rent or interest or salary ^ 
etc, must I report such payment? 

A. Persons or concerns, including lessees, or mortgagors of 
real or personal property, fiduciaries, employers and all officers 
and employees of the state or of any municipal corporation or 
political subdivision of the state, having the control, receipt, 
custody, disposal or payment of interest, rent, salaries, wages, 
premiums, annuities, compensations, or other fixed or deter- 
minable gains, profits and income (except interest coupons pay- 
able to bearer) of any taxpayer taxable under this law of $1,000 
or more in any calendar year, must file with the State Comp- 
troller (Income Tax Bureau, Albany, N. Y.), on or before April 
15th a return of information on Form 105. 

Form 106 must also be filled out and filed at the same time. 

If payments of compensation upon which tax has been with- 
held are reported on Forms 102 and 103 (revised), they need not 
again be reported on Forms 105 and 106. 

Q. What is meant by ''$1,000 or more''? 

A. $1,000 or more during the calendar year by one payor to 
one payee. 

To illustrate: If you paid $800 rent to Mr. Smith and 
$300 interest to Mr. Jones, you have not paid $1,000 or 
more to any one payee and therefore would not have to 
file a return of information. 

Q. Must payments of interest on registered bonds be 
reported? 

A. Every (a) domestic corporation and (b) registered foreign 
corporation making payment to a resident of the state of interest 
on registered bonds^ or other obligations, must make returns of 
information if the amount either of itself or in connection with 
other payments of income to the same payee equals or exceeds 
$1,000 in a calendar year. 

In case the payee is known to be a non-resident of the state 
no return need be made in respect of him. 

20 



STATE INCOME TAX— INFORMATION AT SOURCE 

If the residence of the payee is not known to the corporation, 
or its fiscal or paying agent, it need report only such payments 
a^ are made to payees with registered addresses within the state. 

Fiscal or other paying agents of states, municipal corporations 
or political subdivisions of states^ foreign governments, or un- 
registered foreign corporations, are not required to make returns 
of interest payments. 

Q* In what eases is it unnecessary to file a return of 
information? 

A. Payments of the following classes need not be reported on 
returns of information. 

(a) Dividends on stock unless required by the State 
Comptroller. 

(b) Interest coupons payable to bearer. 

(c) Income exempt from taxation; for example, interest 
on state bonds. 

(d) Bills paid for merchandise, telegrams, telephone, 
freight, storage and similar charges. 

(e) To employees for board and lodging, while traveling 
in the course of their employment. 

(f) Annuities representing the return of capital. 

(g) Of rent made to real estate agents (but the agent 
must report payments to the landlord if they equal or 
exceed $1,000 annually). 

(h) To non-resident employees for services rendered 
entirely outside the state. 

(i) To non-residents, of annuities, including pensions, 
interest on bank deposits, interest on bonds, or other 
interest bearing obligations or dividends. 

(j) Fees for professional services except retainers on 
annual or periodical basis. 

(k) To corporations, to partnerships and fiduciaries 
and distributions by partnerships to partners and by 
fiduciaries to beneficiaries. 

Q. Must income upon which a tax is required to be 
withheld be inclutied in the annual return of the recipient 
of such income? 

A. Yes, but any amount of tax so withheld shall be credited 
against the amount of income tax as computed in such recip- 
ient's return. 
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MISCELLANEOUS 

Q. If I am subject to an income tax on the income 
derived from personal property ^ must I also pay a personal 
property tax on such property? 

A. The statute provides that the income tax is in addition 
to all other taxes imposed by law, except that money on hand, 
or on deposit with or without interest, bonds, notes and choses in 
action and shares of stock in corporations other than banks and 
banking associations, owned by any individual or constituting a 
part of a trust or estate subject to the income tax, shall not 
after July 31, 1919, be included in the valuation of the personal 
property included in the assessment rolls of the several tax 
districts, villages, school districts and special tax districts of the 
state. 

Q. Is the interest from bonds upon which the **Se' 
cured Debt Tax** has been paidy subject to the income tax? 

A. Yes, according to the rulings of the Comptroller. 

Q, What income from investments upon which the 
^^Investment Tax** has been paidf is exempt from the 
income tax? 

A. The income from investments upon which the tax pro- 
vided in section 331 of the New York Tax Law has been paid 
between June 1, 1917, and May 14, 1919, is exempt during the 
period of years JFor which such tax shall have been paid. 

However, the income from investments upon which the 
Investment Tax'* was paid after May 14, 1919, is not exempt^ 
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Q. Is the interest received from mortgages upon which 
the New York State Mortgage Tax has been paid subject 
to the income tax? 

A. Yes, according to the rulings of the Comptroller. 

Q. Must dividends be reported in the year in which 
they are declared or in the year in which they are made 
payable? 

A. For the year in which they are made payable, except 
that dividends declared payable to stockholders of record prior 
to January 1, 1919, are to be excluded from gross income even 
if received on or after January 1, 1919. 
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PAYMENT OF TAXES 

(?• When is the tax payable? 

A. On April 15th, at the time of filing his return, each tax- 
payer shall pay to the Comptroller the amount of tax as the 
same shall appear from the face of the return. 

If the time for filing the return is extended he must pay in 
addition interest thereon at the rate of 6% per annum from the 
time when the return was originally required to be filed to the 
time of payment. 

If a withholding agent secures an extension of time to file a 
return, he likewise must pay interest and he cannot charge such 
interest to the employee or other taxpayer. 

NON-RESIDENTS 

Q. What tax is imposed upon a non'resitlent? 

A. A tax IS imposed upon net income from all property owned 
and from every business, trade, profession or occupation carried 
on in this state by natural persons not residents of the state at 
the same rates imposed uf)on the income of residents of the 
state, viz.: 1% on taxable net income not exceeding $10,000; 
2% on the next $40,000 of taxable net income; and 3% on tax- 
able net income in excess of $50,000. 

Q. Who is a resident? 

A. The statute provides that a person is a resident of New 
York for income tax purposes 'Vho shall, at any time during 
the last six months of the calendar year, be a resident of the 
state." 

Q. What must he included in the gross income of a 
non-resident? 

A. The gross income of a non-resident includes only the 
gross income from sources within the state hut does not include 
annuities, interest on bank deposits, interest on bonds, notes or 
other interest-bearing obligations or dividends from corpora- 
tions, except to the extent to which the same shall be a part of 
income from any business, trade, profession or occupation 
carried on in this state, subject to taxation under this law. 

Q. What can a nou'resident deduct from his gross 
income in computing his t€ucable net income? 

A. In- computing net income the following deductions are 
allowed a non-resident provided he makes, under oath, a conv- 
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plete return of his gross income both within and without the 
state, but only if and to the extent that they are connected 
with income arising from, sources within the state: 

(1) All the ordinary and necessary expenses paid or in- 
curred during the taxable year in carrying on any trade or 
business, including a reasonable allowance for salaries or other 
compensation for personal services actually rendered, and in- 
cluding rentals or other payments required to be made as a 
condition to the continued use or possession, for purposes of the 
trade or business, of property to which the taxpayer has not 
taken or is not taking title, or in which he has no equity. 

(2) Interest — ^All interest paid or accrued during the taxable 
year on indebtedness. 

(3) Taxes other than income taxes paid or accrued within the 
taxable year, imposed, 1st — by the authority of the United 
States or any of its possessions; or 2nd — by the authority of any 
state, or territory, or any county, school district, municipality, 
or other taxing sub-division of any state or territory, not incliid- 
ing those assessed against local benefits of a kind tending to 
increase the value of the property assessed; or 3rd — by the 
authority of any foreign government. 

(4) Losses sustained during the taxable year and not com- 
pensated for by insurance or otherwise, if incurred in trade or 
business. 

(5) Losses sustained during the taxable year and not com- 
pensated for by insurance or otherwise, if incurred in transac- 
tions in real property or in tangible personal property having an 
actual situs within this state, and if such transactions were 
entered into for profit, though not connected with the trade or 
business. 

(6) Losses sustained during the taxable year of real property 
or tangible personal property (having an actual situs within the 
State) not connected with the trade or business, if arising from 
fires, storms, shipwrecks or other casualty, or from theft, and not 
compensated for by insurance or otherwise. 

(7) Debts ascertained to be worthless and charged off within 
the taxable year. 

(8) Depreciation — ^A reasonable allowance for the exhaus- 
tion, wear and tear of property used in the trade or business, 
including a reasonable allowance for obsolescence. 

(9) In the case of mines, oil and gas wells and other natural 
deposits and timber the Act contains special provisions as to 
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depreciation and depletion, that permit a reasonable allowance 
for depletion and depreciation of improvements according to the 
peculiar conditions in each case, based upon cost, including cost 
of development not otherwise deducted. (See special provisions 
in the act relating to such properties.) 

(10) Contributions or Gifts made within the taxable year to 
corporations incorporated by or associations organized under the 
laws of this state and operated exclusively for religious, chari- 
table, scientific or educational purposes, or for the prevention of 
cruelty to children or animals, no part of the net earnings of 
which inures to the benefit of any private stockholder or indi- 
vidual or to the special fund for vocational rehabilitation author- 
ized by Section 7 of the Act of Congress known as the Vocational 
Rehabilitation Act, to an amount not in excess of fifteen per 
centum of the taxpayers' net income as computed without the 
benefit of this paragraph. 

Q. Is a non-resident entitled to personal exemptions? 

A, A non-resident is entitled to the same personal exemptions 
as are allowed to a resident taxpayer. 

Q, In the case of a non-resident who pays an income 
tax to the state where he resides upon his net income for 
the taxable year derived from sources within this state, 
will he be allowed a credit against the New York Tax on 
such New York income? 

A. Yes-— the amount of income tax payable by him to this 
State will be credited with such proportion of the tax payable 
by him to the state or country where he resides, as his income 
subject to taxation under this law bears to his entire income 
upon which the tax so payable to such other state or country 
was imposed. 

The above credit, however, is allowed only if the laws of such 
other state or country 

(a) grant a substantially similar credit to residents of 
this state subject to income tax under such laws or 

(b) impose a tax upon the personal incomes of its resi- 
dents derived from sources in this state and exempt from 
taxation the personal incomes of residents of this state. 

No credit is allowed against the tax on any income taxable 
under the New York law, but which is exempt from taxation 
under the laws of such other state or country. 

The above applies to the year 1919 also. 
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CORPORATION INCOME TAX 

(New York Franchise Tax) 

Q. When must returns be filed? 

A. On or before July 1st or within 30 days after filing the 
United States income tax return for any fiscal or calendar year 
preceding July 1st. 

Q. Where can we get forms? 

A. On application to the State Tax Department, Albany, 
New York, or at any district office. 

Q. Where must returns he filed? 

A. With the State Tax Department, Albany, New York. 

Q, What corporations must file a return? 

A. Every corporation that is subject to the tax as indicated 
in the following answer as well as foreign corporations having 
officers, agents or representatives within the state. 

Q. What corporations are subject to this tax? 

A. Every domestic corporation and every foreign corporation 
doing business in this state except corporations mentioned in the 
next paragraph. 

The following are not subject to this tax: 

(a) Corf)orations wholly engaged in the purchase and 
sale of, and holding title to, real estate for themselves. 

(b) Corporations whose sole business consists of holding 
the stocks of other corporations for the purpose of con- 
trolling the management and affairs of such other corpora- 
tions, except such as are specifically subject to report on 
a consolidated basis by reason of the ownership or control 
of substantially all of the capital stock of another corpora- 
tion or of other corporations as provided in subdivision 
9 of section 211 of the tax law. 

(c) Corporations liable to tax under Sees. 184 to 189 
inclusive of the tax law, viz.: 184 — ^Transportation and 
transmission companies; 185 — Certain railroad companies; 
186 — Waterworks, gas, electric or steam heating, lighting 
and power companies; 187 — Insurance corporations; 188 — 
Trust Companies; 188-a — Investment companies; 189 — 
Savings Banks. 
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(d) Banks, savings banks, institutions for savings, title 
guaranty, insurance or surety corporations. 

Q. Does the word ** Corporation** include a joint'Stock 
company? 

A. The statute defines the word "corporation" as including 
a joint-stock company or association. 

Q. When must a consolidated return he filed? 

A. Any corporation owning or controlling either directly or 
indirectly substantially all of the capital stock of another cor- 
poration or of other corporations liable to report under this law, 
may be required to make a consolidated report showing the 
combined entire net income, such assets of the corporations as 
are required for the purposes of this law, and such other informa- 
tion as the tax commission may require but excluding inter- 
corporate stockholdings and intercorporate accounts. In case 
such a report is made, the tax commission may assess the tax 
against either of the corporations whose assets or net income are 
involved in the report and upon the basis of the combined 
entire net income and the combined segregated assets of the 
corporation and upon such other information as it may possess, 
or may adjust the tax in such other manner as it shall determine 
to be equitable. 

The tax commission may permit the filing of a combined 
report where substantially all of the capital stock of two or more 
corporations, liable to taxation under this law, is owned by the 
same interests. The tax commission may impose the tax pro- 
vided by this law as though the combined entire net income and 
segregated assets were those of one corporation or may in such 
other manner as it shall determine, equitably adjust the tax. 

Where any corporation liable to taxation under this law con- 
ducts business, whether under agreement or otherwise, in such 
manner as either directly or indirectly to benefit the members or 
stockholders of the corporation or any of them, or any person 
or persons directly or indirectly interested in such business by 
selling its products or the goods or commodities in which it 
deals at less than a fair price which might be obtained therefor, 
or where such a corporation, a substantial portion of whose cap- 
ital stock is owned either directly or indirectly by another cor- 
poration, acquires and disposes of the products of the corporation 
so owning the substantial portion of its capital stock, in such a 
manner as to create a loss, or improper net income, the tax 
commission may require such facts as it deems necessary for the 
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COMPUTATION OF INCOME TAX 

proper computation provided by this law, and may for the pur- 
pose of the act, determine the amount which shall be deemed 
to be the entire net income of the business of such corporation 
for the calendar or fiscal year, and in determining such entire 
net income the tax commission shall have regard to the fair 
profits which, but for any agreement, arrangement or under- 
standing might be or could have been obtained from dealing in 
such products, goods or commodities. 

Q. May we base our return on a fiscal year? 

A. A corporation which reports to the United States Treasury 
Department on the basis of its fiscal year, may file its New York 
report on the same basis, except as provided in the case of a cor- 
poration acquiring the assets or franchises of other corporations. 
(See page 30.) 

Q. May we obtain an extension of time to file a return? 

A. The tax commission may for good cause shown extend the 
time within which any corporation is required to file a return. 

COMPUTATION OF INCOME TAX 

Q* Our entire business is transacted within the state. 
How will our tax be computed? 

A. Upon the entire net income as defined below. 

Q. Our business is transacted partly within and partly 
outside of the state* How will our tax be computed? 

A. The tax will be computed upon a proportion of the entire 
income to be determined in accordance with the following rules: 

The proportion of the entire net income of the corporation 
upon which the tax will be based will be such portion of the 
entire net income as the aggregate of 

I. The average monthly value of the real property, 
and tangible personal property within the state. 

II. The average monthly value of bills and accounts 
receivable arising from 

(a) personal property sold by the corporation from 
merchandise manufactured by it within this state ; 

(b) personal property owned by the corporation and 
not manufactured by it within this state, but sold by it 
or its agents and located within the state at the time of 
the receipt of the order \ 
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(c) the purchase or sale of^ or trading in, goods, 
wares or merchandise not located at any place at which 
the corporation condtic£ed a permanent or continuous 
business without the state, and where the bills and 
accounts receivable arose from orders received or 
accepted by any officer or agent, or at any, place of 
business in this state; and 

(d) Services performed by any officer, agent or repre- 
sentative of tfie corporation, connected with, sent from, 
or reporting eiffier directly or indirectly, to any officer 
located in this state, or at any office located, owned, 
rented or occupied in this state. 

III. The proportion of the average value of the stocks 
of other corporations owned by the corporation, allocated 
to this state (as described below) but not exceeding 10% 
of the real and tangible personal property segregated to 
this state, hears to the aggregate of: 

I. The average monthly value of all the real property 
and tangible personal property of the corporation, wher- 
ever located. 

II. The average total monthly value for the fiscal or 
calendar year of bills and accounts receivable arising from 

(a) personal property sold by the corporafion from 
merchandise manufacPured by it within and without 
this state \ and 

(b) the purchase, or sale of, or trading in, personal 
property, or from services performed by the corporation, 
its officers or agents, excluding those arising in any way 
from advances or loans, 

III. The average total value of stocks of other cor- 
porations, owned by the corporation, but not ejcceeding 
10% of the aggregate real and tangible personal property 
set up in the report. 

Real property and tangible personal property is taken at its 
actual value where located. 

The value of share stock of another corporation owned by a 
corporation liable to this tax, is, for purposes of allocation of 
assets apportioned in and out of the state in accordance with the 
value of the physical property in and out of the state representing 
such share stock. 
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Q. What do the words **Tangihle Personal Property** 
mean? 

A. Corporeal personal property such as machinery, tools, 
implements, goods, wares and merchandise, but does not mean 
money, deposits in bank, shares of stock, bonds, notes, credits or 
evidences of an interest in property and evidences of debt. 

Q* We note the above provisions imposing a 10% limita' 
tion on stock in other corporations and excluding bonds 
in allocating assets. Are such provisions valid? 

A. The New York Court of Appeals has held such provisions 
invalid as applied to a New Jersey corporation, i. e., a foreign 
corporation. 

Q. How is the tax applied to corporations acquiring 
assets or franchises of other corporations? 

A. If any corporation taxable under this law acquires either 
directly, indirectly or by merger or consolidation, the major 
portion of the assets or the franchise of another corporation or 
of corporations exercising any franchise or franchises or doing 
any business in this state during any year, it must include in its 
own next annual return in addition to its own entire net income, 
so much of the entire net income of the corporation or corpora- 
tions whose assets or franchises it acquired as shall not have been 
used or included in measuring a franchise tax to this state and 
will be taxed upon such combined entire net income for the year 
to ensue. The provision relating to a minimum tax will be 
applied only when under such provision a tax will result in excess 
of the amount which would be produced by a tax upon the 
entire net income as provided in the law and then in lieu thereof. 

RATE OF TAX 

Q. What is the rate of tax? 

A. 4>^% of the taxable net income. 

Q. Is there a minirnum tax to be paid? 

A. The minimum tax is as follows: 

Not less than $10 and not less than one mill upon each dollar 

of such a part of the corporation's issued capital stock at its face 

value as the amount of its gross assets employed by it in its 

business in this state bears to its gross assets wherever employed 

^ /t In its business. If the corporation has stock without par 

30 



COMPUTATION OF INCOME TAX 



value, then the base of the tax shall be such a portion of its 
issued capital stock as its gross assets employed in its business 
in this state bear to the entire gross assets employed in its 
business, and its shares without par value are deemed to have a 
face value of $100 each. 

If the corporation is subject to a tax at the rate of one mill and 
it maintains no regular place of business outside this state 
except a statutory office, it is taxed upon its entire issued capital 
stock. 

EXEMPTION FROM OTHER TAXES 

Q* Does the payment of this tax exempt a corporation 
from other taxes? 

A. Corporations taxable under this law are not to be assessed 
on any personal property or on capital stock as provided for in 
section 12 of the tax law. 

Q. What do the words **Personal Property*^ mean? 

A. For purposes of the exemption from assessment and 
taxation thereon locally ^'personal property** includes any 
movable machinery and equipment used for trade or manu- 
facture, and not essential for the support of the building, struc- 
ture or superstructure and removable without material injury 
thereto. 

Such words do not include, however, boilers, ventilating appa- 
ratus, elevators, plumbing, heating, lighting and power, generat- 
ing apparatus, shafting other than counter-shafting, equipment 
for the distribution of heat, light, power, gases and liquids, nor 
any equipment consisting of structures or erections to the opera- 
tion of which machinery is not essential. An owner of a building 
is entitled to the same exemptions as a lessee. 

COMPUTATION OF NET INCOME 

Q. How is net income computed? 

A. The statute requires a corporation to report the amount of 
its entire net income for its preceding fiscal or the preceding 
calendar year as shown in the last return of annual net income 
made by it to the United States Treasury Department. 

A corporation organized under the laws of a foreign country 
must state the facts in relation to its entire net income wherever 
earned and as though organized under the laws of this state and 
instead of stating its income as returned to the United States 
Treasury Department. 
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The words "entire net income" mean the total net income 
before any deductions have been made for taxes paid or to be 
paid to the Government of the United States on either profits 
or net income or for any losses sustained by the corporation in 
other fiscal or calendar years, whether deducted by the Govern- 
ment of the United States or not. 

PAYMENT OF TAX 

Q. When is the tax payable? 

A. The tax must be paid to the State Comptroller on or 
before January 1, of each year, or within thirty days after notice 
of the tax has been given, if such notice is given subsequently to 
the first day of December of the year for which such tax is 
imposed. 

CORRECTIONS AND CHANGES 

Q. If our Federal income tax return is changed^ must 
we report the changes to the tax commissioner? 

A. Within ten days after receipt of notice of such change or 
corrections fr6m the United States Commissioner a return must 
be made to the State Tax Commission of such changed or cor- 
rected net income, and the taxpayer shall concede the accuracy 
of such determination or state in what respects it is erroneous. 

Q. Can we apply for a revision of our New York tax 
returns? 

A. If an application for revision of a tax return be filed with 
the State Tax Commission within one year from the time the 
account shall have been audited and stated, the Commission 
will grant a hearing thereon and reduce the tax if the evidence 
warrants. 

Provision is also made for a review of the determination of 
the tax commission by the courts. 
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This pamphlet prepared by our Counsel, 
Breed, Abbott & Morgan, is the sixth 
edition of "Practical Questions and An- 
swers" covering the Income Tax Law. 
It also contains a digest of all of the 
Federal Tax Laws now in force affecting 
individuals, partnerships and corpora- 
tions, except the tariff law, the tax on 
distilled spirits and certain other internal 
revenue tax laws of limited application 
that have been on the statute books for 
many years. 

The sixth edition is based on the statute 
and Treasury Rulings as of January 2, 
192 1, but special provisions applying 
to 1918 and 1919 have been eliminated. 
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FEDERAL INCOME TAX. 

INDIVIDUALS 

Q. Who must file a return? 

A. Every individual having a net income for the taxable year 
of $i,ooo or over if single or if married and not living with hus- 
band or wife; or $2,000 or over if married and living with hus- 
band or wife. 

If a husband and wife living together have an aggregate net 
income of $2,000 or over, each shall make a return unless the 
income of each is included in a single joint return. 

If the taxpayer is unable to make his own return, the return 
shall be made by a duly authorized agent or by the guardian or 
other person charged with the care of the person or property of 
such taxpayer. 

Q. When must I file a return? 

A. Any time after January ist, but not later than March 15th. 

If, however, the return is made on the basis of a fiscal year, 
it must be filed on or before the isth day of the third month 
following the close of the fiscal year. 

Q. Where must I file a return? 

A. With the Collector of Internal Revenue for the district 
in which you reside, or where you have your principal place of 
business. 

Q. Where can I get forms? 

A. At the office of the Collector of Internal Revenue for your 
district. 

Q, What forms should I ask for? 

A. See page 58 for description and numbers of various forms. 

Q. What is meant by net income? 

A. For the purpose of determining whether or not a Return 
should be filed, net income means gross income (not including 
exempt items e. g. interest on municipal bonds) less certain of 
the deductions mentioned on page 12 and briefly shown in the 
following example: 
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Gross Income Deductions 

From all sources $6,000 1. Business expenses $4,200 

(But not indnding income 2. Gifts to charities 50 

free from tax, see p. 10) 3. Interest paid 100 

4. Taxes paid 50 

5. Losses 300 

6. Bad Debts 100 

Deductions 5,000 7. Depreciation 200 



Net income $1,000 $5,000 

If unmarried you would have to file a return in this case 
because your net income is $i,ooo or over, but if you are mar- 
ried you would not have to file a return because the net income 
does not amount to $2,000 or over. 

Q, I have figured my net income as indicated in the pre- 
ceding answer and find that I am liable to file a return. My 
personal exemptions (see next heading) however show I imll 
have no tax to pay. Must I nevertheless file a return? 

A. Yes. 

Personal Exemptions and Credits 

Q* Upon how much of my income am I allowed a personal 
exemption in computing the normal tax? 

A. If a single person, a personal exemption of $1,000 or if 
the head of a family or a married person living with husband 
or wife, a personal exemption of $2,000. 

A husband and wife living together receive but one personal 
exemption of $2,000 against their aggregate net incorhe, and in 
case they make separate returns the personal exemption of $2,000 
may be taken by either, or divided between them. 

$200 exemption is also allowed for each person, per annum, 
other than husband or wife, dependent upon and receiving his 
chief support from the taxpayer, if such dependent person is 
under 18 years of age, or is incapable of self-support because 
mentally or physically defective. 

Q, What other credits am I allowed for the normal tax? 

A. Dividends received from taxable corporations and also 
dividends from personal service corporations upon which income 
tax has been imposed. 

Interest on obligations of the United States and of the War 
F'jnance Corporation which is included in gross income because 
subject to the surtax. 
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Rates of Taxes 

Q. What are the rates of income tax I udll have to pay? 

A. The rates of normal tax and surtax are given in the 
following table, except that in the case of non-resident aliens the 
reduction of the normal tax to 4% on the first $4,600 does not 
apply. 

NORMAL TAX 

4% on first $4,000.00 of net income above Personal Exemp- 
tions and Credits. 
8% on remainder. 











Surtax on 


SURTAX 








each bracket 


$ Ito 


$ 5,000 exempt 








5,000 to 


6,000 i.e. 1 


( 1,000. 


1% 


% 10.00 


6,000 to 


8,000 i.e. 


2,000. 


2% 


40.00 


8,000 to 


10,000 i.e. 


2,000. 


3% 


60.00 


10,000 to 


12,000 i.e. 


2,000. 


4% 


80.00 


12,000 to 


14,000 i.e. 


2,000. 


5% 


100.00 


14,000 to 


16,000 i.e. 


2,000. 


6% 


120.00 


16,000 to 


18,000 i.e. 


2,000. 


1% 


140.00 


18,000 to 


20,000 Le. 


2,000. 


8% 


160.00 


20,000 to 


22,000 i.e. 


2,000. 


9% 


180.00 


22,000 to 


24,000 ie. 


2,000. 


10% 


200.00 


24,000 to 


26,000 i.e. 


2,000. 


11% 


220.00 


26,000 to 


28,000 i.e. 


2,000. 


12% 


240.00 


28,000 to 


30,000 ie. 


2,000. 


13% 


260.00 


30,000 to 


32,000 Le. 


2,000. 


14% 


280.00 


32,000 to 


34,000 i.e. 


2,000. 


15% 


300.00 


34,000 to 


36,000 Le. 


2,000. 


16% 


320.00 


36,000 to 


38,000 Le. 


2,000. 


17% 


340.00 


38,000 to 


40,000 Le. 


2,000. 


18% 


360.00 


40,000 to 


42,000 Le. 


2,000. 


19% 


380.00 


42,000 to 


44,000 Le. 


2,000. 


20% 


400.00 


44,000 to 


46,000 Le. 


2,000. 


21% 


420.00 


46,000 to 


48,000 Le. 


2,000. 


22% 


440.00 


48,000 to 


50,000 Le. 


2,000. 


23% 


460.00 


50,000 to 


52,000 Le. 


2,000. 


24% 


480.00 


52,000 to 


54,000 Le. 


2,000. 


25% 


500.00 


54,000 to 


56,000 Le. . 


2,000. 


26% 


520.00 


56,000 to 


58,000 Le. 


2,000. 


27% 


540.00 


58,000 to 


60,000 Le. 


2,000. 


28% 


560.00 


60,000 to 


62,000 Le. 


2,000. 


29% 


580.00 


62,000 to 


64,000 Le. 


2,000. 


30% 


600.00 


64,000 to 


66,000 Le. 


2,000. 


31% 


620.00 


66,000 to 


68,000 Le. 


2,000. 


32% 


640.00 


68,000 to 


70,000 i.e. 


2,000. 


33% 


660.00 


70,000 to 


72,000 Le. 


2,000. 


34% 


680.00 


72,000 to 


74,000 Le. 


2,000. 


35% 


700.00 
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SURTAX 



74,000 to 

76,000 to 

78,000 to 

80,000 to 

82,000 to 

84,000 to 

86,000 to 

88,000 to 

90,000 to 

92,000 to 

94,000 to 

96,000 to 

98,000 to 
100,000 to 
150,000 to 
200,000 to 
300,000 to 
500,000 to 
Over 1,000,000 



76,000 i.e. 

78,000 i.e. 

80,000 i.e. 

82,000 i.e. 

84,000 Le. 

86,000 i.e. 

88,000 i.e. 

90,000 i.e. 

92,000 ie. 

94,000 i.e. 

96,000 i.e. 

98,000 i.e. 
100,000 i.e. 
150,000 i.e. 
200,000 i.e. 
300,000 i.e. 
500,000 i.e. 
1,000,000 i.e. 



2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

2,000. 

50,000. 

50,000. 

100,000. 

200,000. 

500,000. 



Surtax on 
each bracket 

36% 720.00 

37% 740.00 

38% 760.00 

39% 780.00 

40% 800.00 

41% 820.00 

42% 840.00 

43% 860.00 

44% 880.00 

45% 900.00 

46% 920.00 

47% 940.00 

48% 960.00 

52% 26,000.00 

56% 28,000.00 

60% 60,000.00 

63% 126,000.00 

64% 320,000.00 
65% 



On page 53 will be found a chart in which the total Income Tax on 
stated incomes from $1,000 to $1,250,000 has been figured. This chart can 
be used in quickly estimating the amount of any individual Income Tax. 

Q. If I have paid income taxes and war taxes in a foreign 
country will such taxes be credited against my tax in this coun- 
try? 

A. Yes. 

PREPARATION OF INDIVIDUAL RETURNS 

Gross Income 
Q. What income must I report in my return? 

A. The following must be reported: 

1. Salaries, wages, commissions and other compensa- 
tion. 

2. Interest received on notes, bonds, deposits in banks 
(including savings banks) and other taxable interest. 
When bonds are purchased at say loo "and interest" re- 
port only interest received less that paid out. 

3. Dividends on stock whether received in cash or 
in other property. However, if the dividend is paid in 
new stock of the corporation declaring the dividend such 
stock dividend is not taxable. 

A dividend means: 

Ci,) Any distribution made by a corporation other 

8 
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than a personal service corporation to its shareholders or 
members, out of its earnings accumulated since February 
28, 1913, or (2) any such distribution made by a per- 
sonal service corporation out of its earnings or profits 
accumulated since February 28, 1913, and prior to January 
I, 1918. 

Any distribution is deemed to have been made from 
earnings unless all earnings have first been distributed. 
Any distribution made in 1918 or in any year thereafter, 
is deemed to have been made from earnings accumulated 
since February 28, 1913, or in the case of a personal serv- 
ice corporation from the most recently accumulated earn- 
ings; but any earnings accumulated prior to March i, 
1913, may be distributed in dividends, exempt from the 
tax, after the earnings accumulated since February 28, 
1913, have been distributed. 

Amounts distributed in the liquidation of a corporation 
are to be treated as payments in exchange for stock and 
any gain or profit realized thereby shall be taxed to the 
distributee as other gains or profits. 

4. Partnership Profits — Your share in partnership 
profits, whether divided and distributed or not (net profits, 
not gross). 

5. Profit resulting from purchases and sales and ex- 
changes of property including stock market transactions. 

If acquired prior to March i, 1913, the profit is based 
on the fair market price or value, as of March 1,1913. 

If acquired on or after March i, 1913, the profit is 
based on (a) the cost thereof or (b) the inventory value. 

When property is exchanged for other property, the 
property received in exchange shall for the purpose of de- 
termining gain or loss, be treated as the equivalent of cash 
to the amount of its fair market value, if any ; but when in 
connection with the re-organization, merger or consolida- 
tion of a corporation a person receives in place of stock or 
securities owned by him new stock or securities of no 
greater aggregate par or face value, no gain or loss is 
deemed to occur from the exchange and the new stock 
or securities received are to be treated as taking the place 
of the stock, securities or property exchanged. 

When in the case of any such reorganization, merger 
or consolidation, the aggregate par or face value of tVve. 
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new stock or securities received is in excess of the aggre- 
gate par or face value of the stock or securities exchanged, 
a like amount in par or face value of the new stock or 
securities received shall be treated as taking the place of 
the stock or securities exchanged, and the amount of the 
excess in par or face value shall be treated as a gain to 
the extent that the fair market value of the new sto^k or 
securities is greater than the cost (or if acquired prior 
to March i, 1913, the fair market value as of that date) 
of the stock or securities exchanged. 

6. Amounts distributed by a personal service corpo* 
ration during its taxable year shall be accounted for by 
the distributees ; and any portion of the net income remain- 
ing undistributed at the close of its taxable year shall be 
accounted for by the stockholders of such corporation at 
the close of its taxable year in proportion to their respec- 
tive shares. 

7. Any other gains or profit and income from any 
source whatever except non-taxable income noted in the 
next question and answer. 

Q. What income can I omit from my return? 

A. The following items, among others, are not taxalble and 
need not be reported in your return : 

1. Proceeds of life insurance policies, paid upon the 
death of the insured to individual beneficiaries or to the 
estate of the insured. 

2. The amount received by the insured as a return of 
premium, paid by him under life insurance, endowment, 
or annuity contracts, either during the term or at the ma- 
turity of the term mentioned in the contract or upon sur- 
render of the contract. 

3. Christmas presents and other gifts, including prop- 
erty acquired through will or by inheritance, but the in- 
come from such property must be included in gross 
income. 

4. Interest upon (a) The obligations of a State, Ter- 
ritory or any political sub-division thereof, or the District 
of Columbia, or (b) Securities issued under the provisions 
of the Federal Farm Loan Act of July 17, 1916, or (c) the 
obligations of the United States or its possessions, or (d) 

Bonds issued by the War Finance Corporation, provided, 

10 
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that every person owning any of the obligations, securities 
or bonds enumerated in the clauses (a), (b), (c) and (d) 
shall, in his return submit a statement showing the number 
and amount of such obligations, securities and bonds 
owned by him and the income received therefrom in such 
form and with such information as the commissioner may 
require. In the case of obligations of the United States 
issued after September i, 1917, and in the case of bonds 
issued by the War Finance Corporation, the interest is 
exempt only if and to the extent provided in the respec- 
tive Acts authorizing the issue thereof as amended and 
supplemented, and is to be excluded from gross income 
only if and to the extent it is wholly exempt from taxation 
to the taxpayer both under the Income Tax Law and the 
War-Profits and Excess-Profits Tax Law. 

Interest on Liberty bonds is exempt to the extent au- 
thorized by the various statutes. See table of exemptions 
on page 56. 

5. The income of foreign governments received from 
any source whatever within the United States. 

6. Amounts received through accident or health in- 
surance or under workmen's compensation acts as compen- 
sation for personal injuries or sickness, plus the amount 
of any damages received, whether by suit or agreement, 
on account of such injuries or sickness. 

7. Certain income accruing to any State, Territory 
or any political sub-division thereof, or the District of 
Columbia, or any possession. 

8. So much of the amount as does not exceed $3,500, 
received during the present war by a person in the mili- 
tary or naval forces of the United States, as salary or com- 
pensation in any form from the United States for active 
services in such forces, including among others the Ma- 
rine Corps, the Coast Guard, the Army Nurse Corps, 
Female and the Navy Nurse Corps, Female. 

9. Allotments and family allowances, compensation 
and insurance payable under Articles II, III and IV re- 
spectively of the War Risk Insurance Act (approved Sep- 
tember 2, 1914, as amended) are exempt from all taxatioa 

Q. Should a married man include his u)ife*s income in his 
return? 

A. This is optional. A joint return may be filed c\^ ^-^^siks. 

11 
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may file a separate return if desired. If a joint return is filed, 
the surtax should be figured separately. 

However, where the joint net income is over $5,000 and a 
surtax begins to apply, it is advisable to file separate returns in 
order to avoid any possibility of increasing the surtax by figuring 
it upon their combined incomes. 

Q, Will you give various examples showing what must be 
reported as incom^e? 

A. See page 25. 

Net Income 

Q. What can I deduct from, the gross incom^e in my return? 

A. The following can be deducted: 

I. Expenses — ^AU ordinary and necessary expenses 
paid or incurred during the taxable year in carrying on 
any trade or business including reasonable allowance for 
salaries or other compensation for personal services actu- 
ally rendered and including rentals or other payments re- 
quired to be made as a condition to the continued use or 
possession for purposes of the business of property to 
which the tax-payer has not taken or is not taking title or 
in which he has no equity. Expenses of landlord in main- 
taining the property rented out by him may be deducted.^ 

Contributions or gifts made within the taxable year 
to corporations organized and operated exclusively for 
religious, charitable, scientific or educational purposes or 
for prevention of cruelty to children or animals, no part 
of the net earnings of which inures to the benefit of any 
stockholder or individual, or to the special fund for voca- 
tional rehabilitation authorized by Section 7 of the Voca- 
tional Rehabilitation Act, to an amount not in excess of 
15 per cent of the tax-payer's net income, as computed 
before deducting such gifts. 

The following cannot be deducted: 

(a) Personal, living or family expenses. 

(b) Any amount paid out for new buildings or for 
permanent improvements or betterments made to increase 
the value of any property or estate. 

(c) Any amount expended in restoring property or 
in making good the exhaustion thereof for which an al- 
Jowance is or has been made. 

12 
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(d) Premiums paid on any life insurance policy cov- 
ering the life of any officer or employe or of any person 
financially interested in any trade or business carried on 
by the taxpayer, when the taxpayer directly or indirectly 
is a beneficiary under such policy. 

(e) Gifts to dependent relatives. 

2. Interest on Indebtedness — ^AU interest paid or ac- 
crued within the taxable year on indebtedness except on 
indebtedness incurred or continued to purchase or carry 
obligations or securities (other than obligations of the 
United States issued after September 24, 1917), the inter- 
est upon which is wholly exempt from taxation as income 
to the taxpayer. 

3. Taxes — Paid or accrued within the taxable year, 
imposed (a) by the authority of the United States except 
income, war-profits and excess-profits taxes, or (b) by the 
authority of any of its possessions except the amount of 
income, war-profits and excess-profits taxes allowed as a 
credit as indicated on page 33, or (c) by the authority 
of any State or Territory or any County, School district, 
Municipality or other taxing sub-division of any State or 
Territory not including those assessed against local bene- 
fits of a kind tending to increase the value of the property 
assessed, or (d) by the authority of any foreign country 
except the amount of income, war-profits and excess- 
profits taxes allowed as a credit as indicated on page 33. 

4. Losses^ sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
trade or business. 

5. Losses^ sustained during the taxable year and not 
compensated for by insurance or otherwise, if incurred in 
any transaction entered into for profit, though not con- 
nected with the trade or business. 

6. Losses^ sustained during the taxable year of prop- 
erty not connected with the trade or business if arising 
from fires, storms, shipwreck or other casualty or from 
theft and if not compensated for by insurance or other- 
wise. 

7. DehtSf ascertained to be worthless, and charged off 
within the taxable year. 

8. Depreciation — ^Reasonable allowance for the ex- 
haustion, wear and tear of property used in the trade or 

IS 
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business, including a reasonable allowance for obsoles- 
cence. 

9. Depreciation — The Act contains special provisions 
permitting special deduction for buildings, machinery and 
other facilities acquired on or after April 6, 1917, and 
contributing to the prosecution of the war, and also in the 
case of mines, oil and gas wells, other natural deposits 
and timber. 

10. Dividends received from taxable corporations. 
Also dividends from a personal service corporation out 
of earnings upon which the income tax has been imposed. 
These deductions apply to the normal tax only. 

11. Interest on Government Bonds — Interest on ob- 
ligations of the United States and bonds of the War 
Finance Corporation, which is taxable for the surtax as 
indicated on page 56 may be deducted for the; normal tax. 

12. Personal exemptions^ see page 6. These exemp- 
tions are not allowed in figuring the surtax. 

Q. Are the foregoing deductions allowed to the members of 
a partnership and the beneficiaries of an estate or trust? 

A. Yes. 

Q, Will you give various examples showing what are proper 
deductions from gross income? 

A. See page 29. 

EXECUTORS, ADMINISTRATORS, TRUSTEES 

AND GUARDIANS, ETC. 

Q, Does an executor^ trustee^ guardian or other fiduciary 
have to file a return? 

A. Every fiduciary (except Receivers appointed by author- 
ity of law in possession of part only, of the property of an 
individual) must make a return for the individual, estate or 
trust for which he acts : 

1. If the income of such individual is $1,000 or over, 
if single, or if married and not living with husband or 
wife ; or $2,000 or over if married and living with hus- 
band or wife; or 

2. If the income of such estate or trust is $1,000 or 
over, or if any beneficiary of such estate or trust is a non- 
resident alien. 

14 
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Q. Should an executor file a return for the decedent covering 
the period up to the time of his death? 

A. As soon as possible after his appointment and qualifica- 
tion without waiting for the close of the taxable year, an execu- 
tor or administrator should file a return of income for the 
decedent. 

Q. How is the net income of the estate or trust computed? 

A. On the same basis as that applying to individuals, except 
that there is also allowed as a deduction (in lieu of the 15% gift 
deduction allowed individuals) any part of the gross income, 
which, pursuant to the terms of the will or deed creating the 
trust, is during the taxable year paid to or permanently set aside 
for the United States, any state, territory, or any political sub- 
division thereof, or the District of Columbia, or any corporation 
organized and operated exclusively for religious, charitable, scien- 
tific or educational purposes, or for the prevention of cruelty to 
children or animals, no part of the net earnings of which inures 
to the benefit of any private stockholder or individual. 

Q. Are estates and trusts subject to both the normal tax and 
surtax? 

A. Both the normal tax and the surtax apply to the incomes 
of estates or any kind of property held in trust including : 

(i) Income received by estates of deceased persons 
during the period of administration or settlement of the 
estate. 

(2) Income accumulated in trust for the benefit of 
unborn or unascertained persons or persons with conting- 
ent interests. 

(3) Income held for future distribution under the 
terms of the will or trust. 

(4) Income which is to be distributed to the benefi- 
ciaries periodically, whether or not at regular intervals, 
and the income collected by a guardian of an infant to be 
held or distributed as the court may direct. 

Q. Who pays the tax? 

A. In cases under paragraph (i), (2) or (3) above, the tax 
is imposed upon the net income of the estate or trust and is to be 
paid by the fiduciary, except that in determining the net income 
of the estate of any deceased person during the period of ad- 
ministration or settlement there may be deducted the amount 
of any income properly paid or credited to any legatee, heir or 

15 
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other beneficiary. In such cases the estate or trust for the pur- 
pose of the normal tax is allowed the same personal exemptions 
and credits as are allowed to single persons. 

Q. Does the fiduciary pay the tax on income that is dis^ 
tributed or credited to the beneficiaries during the period of 
administration or settlement and in cases covered by paragraph 
(4) above? 

A. In such cases the tax is not to be paid by the fiduciary, 
but the beneficiary in his income tax return must include his 
distributive share whether distributed or not, of the net income 
of the estate or trust for the taxable year, or if his net income 
for such taxable year is computed upon the basis of a period 
different from that upon the basis of which the net income of 
the estate or trust is computed, then his distributive share of 
the net income of the estate or trust for any accounting period 
of such estate or trust ending within the fiscal or calendar year, 
upon the basis of which such beneficiary's net income is com- 
puted. In such cases the beneficiary for the purpose of the 
normal tax is allowed as credits, his proportionate share of divi- 
dends on stock of corporations and interest on government bonds 
received by the estate or trust. 

Q. As an executor ^ I sold real estate in 1920 for $20fl00* 
Decedent purchased it in 1913 for $12ft00. 
Must the estate pay a tax on $8,000 profit? 

A. No, the taxable profit if any would be the difference be- 
tween the value of the real estate at the time of decedent's death 
(less depreciation, if any, claimed in income tax returns since 
decedent's death) and the selling price, $20,000. 

PARTNERSHIPS 

Q, Must partnerships file returns for the income tax? 

A. Every partnership shall make a return for each taxable 
year, stating specifically the items of its gross income and the 
deductions allowed by the statute to individuals, and must in- 
clude in the return the names and addresses of the individuals 
who would be entitled to share in the net income if distributed, 
and the amount of the distributive share of each individual. The 
return may be sworn to by any one of the partners. 

Q, Must the partnership, as such, pay an income tax? 

A. No, the partners will be taxable as individuals and arc 
obliged to include in their individual returns their shares in the 
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net income of the partnership whether divided and distributed 
or not. 

Q, I am a member of a partnership whose fiscal year differs 
from> the calendar year. How shall I report my partnership 
income in my individual return, which covers the calendar year 
1920? 

A. Your return should include therein your distributive share 
of the net income of the partnership for any accounting period 
of the partnership ending within the calendar year 1920. 

Q. My partnership received dividends from corporations and 
interest on government bonds, may I be allowed a credit for 
these items in my individual return? 

A. Yes, you will be allowed a credit for your proportionate 
share of such dividends and interest. The dividends referred 
to are those received from corporations which are subject to the 
income tax and dividends received from personal service corpo- 
rations paid out of earnings upon which federal income tax has 
been imposed. 

Q, How should partnership profits be computed? 

A. In the same manner and on the same basis as in the case 
of individuals except that the deduction of contributions or gifts 
to charitable, etc., organizations is not allowed. 

Q. May a partner deduct in his personal return his propor^ 
tionate share of contributions made by the partnership to char^ 
itable etc, organizations? 

A. According to treasury decisions, the proportionate share 
of such contributions or gifts made by a partnership may be 
claimed as deductions in the personal returns of partners to an 
amount which added to the amount of such contributions made 
by the partner individually, is not in excess of 15% of the part- 
ner's net income as computed, before deducting such gifts and 
contributions. 

PERSONAL SERVICE CORPORATIONS 

Q. What is a personal service corporation? 

A. A corporation whose income is to be ascribed primarily 
t© the activities of the principal owners or stockholders who are 
themselves regularly engaged in the active conduct of the affairs 
of the corporation and in which capital (whether invested or 
borrowed) is not a material income-producing factor; but does 
not include any foreign corporation, nor any corporation 50 per 
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centum or iriore of whose Gross Income consists either (i) of 
gains, profits, or income derived from trading as a principal, or 
(2) of gains, profits, commissions, or other income, derived from 
a government contract or contracts made between April 6, 191 7, 
and November 11, 1918, both dates inclusive. 

Q. Is a personal service corporation subject to the income 
tax? 

A. No, they are placed in the same class as partnerships and 
it is provided that any amounts distributed, during the taxable 
year, shall be accounted for by the distributees ; and any portion 
of the net income remaining undistributed at the close of its 
taxable year shall be accounted for by the stockholders of such 
corporation at the close of its taxable year in proportion to their 
respective shares. 

Q, Must a personal service corporation file a Return? 

A. Yes. See next heading. 

Q, I am a stockholder in a **personal service** corporation. 
I received dividends in 1920 9 paid from earnings accumulated 
by the corporation in 1920. If 9 on December 3i, 1920^ I am still 
a stockholder in the corporation^ what should I report in my 
individual return, and how? 

A. The dividends must be reported in the same manner as a 
partner reports profits received from a partnership and such 
dividends will be subject to both the Normal Tax and the surtax. 
You must also report your share of the 1920 earnings of the 
corporation, remaining undistributed on December 31, 1920, the 
close of the taxable year of the corporation. 

Some doubt has been expressed as to the validity of those 
provisions of the statute imposing an income tax on a stock- 
holder's interest in the undistributed earnings of a corporation.- 

Q. Referring to the preceding question, suppose I sold my 
stock in November, 1920, what would I report and what wouta 
my transferee report? 

A. You would account for the dividends received in the man- 
ner indicated in the preceding answer and your transferee, if he 
remained a stockholder on December 31, 1920, would report his 
share of the 1920 earnings of the corporation remaining undis- 
tributed on that date, the close of the taxable year of the cor- 
poration. 

CORPORATIONS 

Q. When must income tax returns be filed? 
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A. Any time after January ist, but not later than March isth. 

If, however, the return is made on the basis of a fiscal year 
it must be filed on or before the iSth day of the third month 
following the close of the fiscal year. 

Q, Where must Returns be filed? 

A. In the district in which the principal office is located. 

Q, Where can toe get forms? 

A. At the office of the Collector of Internal Revenue for 
your district. 

Q. What forms should toe ask for? 

A. See page 58 for description and numbers of various 
forms. 

Q. What corporations and associations are required to file a 
return? 

A. Every corporation subject to the income tax and every 
personal service corporation must file a return. 

Q. What corporations and associations are exempt from the 
tax? 

A. The Act expressly exempts several classes of corpora- 
tions and associations such as charitable organizations, trade 
leagues, personal service corporations, etc. See section 231 of 
the statute. 

Q. Ttoo corporations are closely connected in business. Are 
they compelled to make a combined return^ instead of separate 
returns? 

A. If the corporations are "affiliated" within the meaning of 
the statute, they are required to file one return on a consolidated 
basis both for the income tax and the war-profits and excess- 
profits tax. 

The tax will be computed in the first instance as a unit and 
will then be assessed upon respective corporations in such pro- 
portions as may be agreed upon among them, or in the absence 
of any such agreement, then on the basis of the net income 
properly assignable to each. Only one exemption of $2,000 is 
allowed in computing the Income Tax and only one exemption 
of $3,000 in computing the War-Profits and Excess-Profits Tax. 

There shall be taken out of such consolidated net income 
and invested capital, the net income and invested capital of 
any such affiliated corporation organized after August i, 1914, 
and not successor to a then existing business, 50 per centum 
or more of whose gross income consists of gains, profits, com- 
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missions or other income derived from government contract or 
contracts made between April 6, 1917, and November 11, 1918, 
both dates inclusive. In such case the corporation so taken out 
shall be separately assessed on the basis of its own invested 
capital and net income, and the remainder of such affiliated 
group shall be assessed on the basis of the remaining consoli- 
dated invested capital and net income. 

Q. What is meant hy the words ** affiliated corporations**? 

A. The statute defines such corporations as follows: 
Two or more Domestic Corporations shall be deemed to be 
affiliated ( i ) if one corporation owns directly or controls through 
closely affiliated interests or by a nominee or nominees substan- 
tially all the stock of the other or others, or (2) if substantially 
all the stock of the two or more corporations is owned or con- 
trolled by the same interests. 

Q. What is the rate of the income tax? 

A. 10 per cent. 

Q. What constitutes gross income of a corporation? 

A. Gross income means the same as gross income in the case 
of an individual. See page 8. The Act, however, contains spe- 
cial provisions as to life insurance companies, mutual marine 
insurance companies and foreign corporations. 

Q. What items can a corporation deduct from its gross in» 
come in computing the amount of its taxable income? 

A. (i) Ordinary and necessary expenses paid or in- 
curred during the taxable year in carrying on any trade 
or business including a reasonable allowance for salaries 
or other compensation for services actually rendered and 
including rentals or other payments required to be made 
as a condition to the continued use or possession of prop- 
erty, to which the corporation has not taken or is not tak- 
ing title, or in which it has no equity. 

(2) Interest paid or accrued within the taxable year 
on its indebtedness, except on indebtedness incurred or 
continued to purchase or carry obligations or securities 
(other than obligations of the United States issued after 
September 24, 191 7) the interest upon which is wholly 
exempt from taxation under the Income Tax Law, as 
income to the taxpayer. 

(3) Taxes paid or accrued within the taxable year, 
imposed (a) by the authority of the United States except 
income, war-profits and excess-profits taxes; or (b) by 
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the authority of any of its possessions except the amount 
of income, war-profits and excess-profits taxes allowed as 
a credit under Section 238; or (c) by the authority of any 
State or Territory or any county, school district, muni- 
cipality or other taxing subdivision of any State or Ter- 
ritory, not including those assessed against local benefits 
of a kind tending to increase the value of the property 
assessed; or (d) by the authority of any foreign country, 
except the amount of foreign income, war-profits and 
excess-profits taxes, allowed as a credit under Section 238. 
No deduction is allowed for the payment of the tax at 
the source by corporations paying interest on bonds with- 
out deduction. 

(4) Losses, sustained during the taxable year and not 
compensated for by insurance or otherwise. 

(5) Debts, ascertained to be worthless and charged off 
within the taxable year. 

(6) Dividends received from a corporation which is 
subject to the income tax, and also amounts received as 
dividends from a personal service corporation, out of earn- 
ings upon which the income tax has been imposed. 

(7) Depreciation — ^A reasonable allowance for the ex- 
haustion, wear and tear of property used in the trade or 
business including a reasonable allowance for obsolescence. 

(8) Depreciation — Paragraph (8) of Section 234 con- 
tains provisions permitting special deductions for build- 
ings, machinery and other facilities acquired on or after 
April 6, 1917, and contributing to the prosecution of the 
war and 'also in the case of mines, oil and gas wells and 
other natural deposits and timber. 

(9) Interest received upon obligations of the United 
States and bonds issued by the War Finance Corpora- 
tion and which is included in gross income as being in 
excess of the amount exempted from the war-profits and 
excess-profits tax. This deduction is, of course, permitted 
for the income tax only. 

(10) War'profits and Excess'profits tax assessed for 
the same taxable year. 

(11) $2,000 exemption — A fixed exemption of $2,000 
is allowed domestic corporations. 

Note: Certain additional deductions are allowed In- 
surance Companies (see Sec. 234 of the Act). 
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COLLECTION AT THE SOURCE 

Q. In what cases must a tax be withheld at the source? 

A. 

Citizens or residents 

Only in the case of interest on so-called "tax-free 
covenant" bonds payable to an individual or to a partner- 
ship. The amount to be deducted is 2%. 

Unknown owners 

8% tax must be withheld from interest upon any 
securities the owners of which are not known to the with- 
holding agent except that in case of interest on "tax-free 
covenant" bonds 2% only must be withheld. 

Non-resident aliens 

As to non-resident aliens and non-resident foreign 
corporations, withholding is required in several cases. 
See heading below "Non-Resident Aliens." 

Q. What is a **tax'jree covenant bond? 

A. Bonds which contain a provision to the effect that the 
corporation issuing the same will pay the interest without deduc- 
tion of any income tax (usually limited to 2%), that any income 
tax law may require it to deduct and withhold from the interest 
payable on such bond. 

In other words, the corporation agrees to pay full interest 
and in addition, the income tax thereon (usually limited to 2%). 

In order to determine whether a bond is a so-called tax-free 
covenant bond, look at the bond and see whether it contains the 
provision above referred to. In some cases, if the bond does not 
contain it, a "tax-free" provision will be found in the corporate 
mortgage or deed of trust. 

Q. May I prevent withholding of the tax by claiming exempt 
tion? 

A. Yes, by filing with the withholding agent on or before 
February ist a notice claiming the benefit of the tax exemptions 
allowed you (viz., $1,000 or $2,000 plus $200 each for depen- 
dents). 

However, it is against your interest to claim exemption if 
you are taxable on such income for the normal tax because you 
thereby release the corporation of the duty to pay. the 2% and 
you must pay it later on. 
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If you don't claim exemption the corporation pays the 2% 
tax as it has agreed to do in its bond or deed of trust and you 
get credit for that tax payment in your annual income tax 
return. 

Q. When depositing coupons from a **t€U>free covenant 
bond what form of ownership certificate should I use in ordmr 
not to claim exemption? 

A. Form No. 1000. 

Q. When must withholding agents fie returns? 

A. Withholding agents must file returns of the tax withheld 
on or before March ist and pay over the tax to the Government 
on or before June 15th. Monthly returns also must be filed in 
some cases. 

See page 58 for list of various forms. • 

INFORMATION AT SOURCE 

Q. When must reports he filed? 

. A. On or before March isth of each year or at such other 
time as may be prescribed by Treasury Regulations. 

Q. Who are required to file reports of income paid by them 
to others? 

A. In all cases where the interest, rent, salaries, etc., paid 
amounts to $1,000 or more, in any taxable year. 

Such information is required regardless of amounts payable, 
in the case of corporate interest payments, and also in the case 
of collection of items (not payable in the United States) of in- 
terest on bonds of foreign countries and interest on bonds 
of and dividends from foreign corporations by those undertaking 
as a matter of business or for profit the collection of foreign 
payments of such interest or dividends by means of coupons, 
checks, or bills of exchange. 

This provision does not apply, however, to the payment of 
interest on obligations of the United States. 

See page 58 for list of various forms. 

PAYMENT OF TAXES 

Q. When is the tax payable? 

A. The tax is payable in four equal instalments, as follows: 

% at the time fixed by law for filing the return. 
J4 on the 15th day of the 3rd month. 
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54 on the 15th day of the 6th month. 
J4 on the 15th day of the 9th month, after the time 
fixed by law for filing return. 

Where an extension of time for filing a return is granted 
the time for payment of the first instalment shall be postponed 
until the date of the expiration of the period of the extension, 
but the time for payment of the other instalments shall not be 
postponed unless the Commissioner so provides in granting the 
extension. 

In any case in which the time for the payment of any instal- 
ment is at the request of the taxpayer thus postponed, there 
shall be added to the instalment^ interest thereon at the rate 
of Yi per cent, per month, from the time it would have been 
due, if no extension had been granted, until paid. 

If any instalment is not paid when due, the whole amount 
of the tax unpaid shall become due and payable upon notice and 
demand of the Collector. 

If any tax remains unpaid after the date when it is due and 
for 10 days after notice and demand by the Collector, then, 
except in certain cases, there will be added as part 6f the tax 5 
per cent, on the amount due but unpaid plus interest at i per 
cent, per month. As to any such amount which is the subject 
of a bona fide" claim for abatement, such sum of 5 per cent, 
will not be added and the interest from the time the amount 
was due until the claim is decided will be at the rate of Yz per 
cent, per month. 

Q. May the whole tax be paid at once? 

A. Yes, in such case the total payment must be made on or 
before the time fixed by law for filing the return or where an 
extension of time for filing the return has been granted, on or 
before the expiration of the period of such extension. 

REFUNDS FOR OVER-PAYMENT OF TAXES FOR 

YEARS 1915-16-17-18-19 

Q, We think our returns for 1915'16'17'18'19 were incorrect' 
ly prepared and that we paid larger taxes for those years than 
the law required. Is the Commissioner now authorized to re- 
fund to us overpaid taxes for those years? 

A. Yes. Qaim for refund must set forth in what respects 
the assessments for previous years were illegal or excessive. 
Usually amended returns must also be filed. 
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Q. Will we receive the refund in cash or as a credit? 

A. The refund will first be applied as a credit against your 
current taxes then due and unpaid and the balance paid to you 
in cash. For example: 

Current Taxes 

1920-21 Income Tax $210,000 

1920-21 Excess profits tax 630,000 



$840,000 

Credit and Refund 

Amount of overpaid taxes for 1915-16-17-18-19 $1,000,000 

Amount to be credited against 1920-21 tax 840,000 



To be refunded in cash $ 160,000 

Q. Must claims for refund he filed udthin a certain limited 
time? 

A. No refund will be made after five years from the date 
when the return was due, unless before the expiration of such 
five years a claim therefor is filed by the taxpayer. 

Q. Are we permitted to adjust our invested capitid for the 
excess profits tax^ if our books do not correctly show it? 

A. Yes. For illustrations, see pages 48 and 49. 

EXAMPLES OF INCOxME AND DEDUCTIONS 

Income Examples 

Q. I exchanged a convertible bond for common stock of a 
corporation. Must I pay an income tax on this transaction? 

A. Until recently the Commissioner ruled that a taxable profit 
arose if the fair market value of the stock was in excess of the 
cost (or value on March i, 1913) of the bond. 

The present opinion of the Commissioner is that no profit 
accrues until the stock is sold. 

Q. I exchanged stock of a certain corporation for stock of 
another corporation. Am, I subject to an incom,e tax on such 
exchange if the new stock has no market value? 

A. No. 

Q, What is market value? 

A. Market value under the regulations is the price at which 
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a seller willing to sell at a fair price and a buyer willing to buy 
at a fair price both having a reasonable knowledge of the facts, 
will trade. 

Property received in exchange for other property has no fair 
market value for the purpose of determining gain or loss result- 
ing from such exchange when owing to the condition of the mar- 
ket, there can be no reasonable expectation that the owner of 
the property though wishing to sell and any person wishing to 
buy, will agree upon a price at which to trade, unless one or the 
other is under some peculiar compulsion. 

It does not follow that property has no fair market value 
merely because there is no price therefor established by public 
sales or sales in the way of ordinary business. 

The property received in exchange may be real estate, per- 
sonal property or a chose in action. 

Q. I organized a corporation and transferred to it certain 
property in exchange for its stock. Ant I taxable for a profit? 

A. You have realized a gain or loss, according to Regulations, 
if the stock has a market value, and such market value is greater 
or less than the cost of the property (or the fair market value 
on March i, 1913, if the property was acquired prior to 1913). 

Q, My salary was paid in part by promissory notes. Must 
I report the amount of the notes as income before they are paid? 

A. Promissory notes received in payment for services and 
not merely as security for such payment are regarded by the 
Commissioner as income to the amount of their fair market 
value. If you receive as compensation a note regarded as good 
for its face value at maturity, but not bearing interest, you may 
treat as income, as of the time of receipt, the fair discounted 
value of the note at such time. 

Q. I received stock of a corporation in part payment of my 
salary. 

Am I taxable on this stock as income? 

A. Where services are paid for with the stock of a corpora- 
tion, or other property, the fair market value of the property 
taken in payment is according to Treasury rulings the amount to 
be included as income. If the services were rendered at a stipu- 
lated price, in the absence of evidence to the contrary, such price 
is presumed to be the fair value of the compensation received. 

In other words, where an employee of a corporation is paid 
in stock of the corporation, the Treasury Department treats such 
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a case as if the corporation had sold the stock for its market 
value and paid the employee in cash. 

Q, Must I report in mv return interest or other income cred* 
ited to me on the books of a corporation or firm, but not actually 
received by me during the year covered by my return? 

I keep no books of account and have never considered any 
item as income until actually received by me. 

A. Income which is credited to the account of, or set apart 
for a taxpayer and which may be drawn by him at any time, 
according to present rulings of the Commissioner, is subject to 
tax for the year during which so credited or set apart, although 
not actually reduced to possession. To constitute receipt the in- 
come must be credited without any substantial limitation or re- 
striction as to the time or manner of payment, or condition upon 
which pa3nnent is made. A book entry, if made, should indicate 
an absolute transfer from one account to another. If the income 
is not credited but is set apart, such income must be unqualifiedly 
'subject to the demand of the taxpayer. 

Where a corporation contingently credits its employees with 
bonus stock, but the stock is not available to such employees until 
the termination of five years of emplo3nnent, the mere credit on 
the books of the corporation does not constitute receipt by the 
employee. 

Where interest coupons have matured, but have not been 
cashed, such interest is regarded as taxable for the year during 
which they matured, notwithstanding the fact that they have not 
been cashed. 

Interest credited on savings bank deposits even though banks 
nominally have a rule, seldom or never enforced, that it may 
require so many days' notice in advance of cashing depositors' 
checks, is income to the depositor when credited. 

Q. Are stock dividends (i. e. dividends paid in new stock of 
the corporation) taxable? 

A. No. 

Q. I receive $500 a year interest on tax-free covenant bonds 
of a corporation^ on which interest the corporation pays to the 
government 2% tax. 

Is this tax so paid by the corporation considered additional 
income to me? 

A. Yes. It must be included in your income as additional 
interest. The amount of the tax so paid is also to be deducted 
from the total tax computed on your individual returns. 
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Q. Where sales are made on the instalment plan by a dealer 
in personal property^ how is the profit reported? 

A. The income to be returned is that proportion of each in- 
stalment payment which the gross profit to be realized when the 
property is paid for, bears to the gross contract price. 

Such income jnay be ascertained by taking as profit that pro- 
portion of the total cash collections received in the taxable year 
from instalment sales (such collections being allocated to the 
year against the sales of which they apply), which the annual 
gross profit to be realized on the total instalment sales made dur- 
ing each year bears to the gross contract price of all such sales 
made during that respective year. 

In any case where the gross profit to be realized on a sale or 
contract for sale of personal property has been reported as in- 
come for the year in which the transaction occurred, and a change 
is made to the instalment plan of computing net income, no part 
of any instalment payment received subsequently to the change, 
representing income previously reported, should be reported as 
income for the year in which the instalment payment is received. 

If, for any reason, the purchaser fails to pay and seller re- 
possesses the property, all collected instalments less profit already 
reported will be income to the seller for the year in which the 
property was repossesssed, and the property repossessed must be 
included in the inventory at its original cost to seller less proper 
allowance for damage or use, if any. 

If seller chooses as a matter of consistent practice to treat 
the obligations of purchasers as equivalent of cash, such a course 
is permissible. 

Q. If the initial payment is mx)re than 25%, is the sale con* 
sidered an inst(dment sale? 

A. Where dealers in personal property sell on deferred pay- 
ments, the sale is not regarded as a sale on the instalment plan, 
if the initial payment is a substantial one (for example, a pay- 
ment of more than 25%). In such cases, the obligations of pur- 
chasers are regarded by the Commissioner as the equivalent of 
cash. 

Q, Since our corporation is taxable on the dividends re* 
ceived from, a non-resident foreign corporation^ may our cor- 
poration have any credit for the incom^e^ war-profits and excess- 
profits taxes paid by such foreign corporation to any foreign 
country? 

A. A domestic corporation which owns a majority of the vot- 
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ing stock of a foreign corporation is deemed to have paid the 
same proportion of any income, war-profits and excess-profits 
taxes paid (but not including taxes accrued) by such foreign 
corporation during the taxable year to any foreign country or to 
any possession of the United States upon income derived from 
sources without the United States which the amount of any divi- 
dends (not allowed as a deduction) received by such domestic 
corporation from such foreign corporation during the taxable 
year bears to the total taxable income of such foreign corpora- 
tion upon or with respect to which such taxes were paid. In 
no such case, however, may the amount of the credit for such 
taxes exceed the amount of such dividends (not allowed as a 
deduction) received by such domestic corporation during the 
taxable year. 

Q, We donated stock to a corporation to permit it to raise 
capital. 

Is the sale of such stock by the corporation taxable? 

A. If for the purpose of enabling a corporation to secure 
working capital, or for any other purposes the stockholders 
donate or return to the corporation to be re-sold by it, shares of 
stock of the company previously issued to them, the sale of such 
stock is considered under present Treasury rulings a capital 
transaction, and the proceeds of such sale are treated as capital 
and not as income of the corporation. 

Q, Our corporation is about to sell its business and in addU 
tion to the purchase price of the business, the vendee has agreed 
to pay whatever amount of additional income, tvar^profits and 
excess'profits taxes that will have to be paid because of the sale 
of said business. 

If such taxes are paid by the vendee, will the amount thereof 
constitute income to our corporation and be subject to a tax? 

A. The tax so paid by the vendee in behalf of the vendor 
constitutes additional taxable income to the corporation which 
must be reported in its income tax return and will be subject to 
tax. 

DEDUCTION EXAMPLES 

Q. I bought and sold stock in 1920 and on certain transac" 
tions made a profit of $5,000 and on others I sustained losses of 
$15,000. Can I deduct all of such losses? 

A. Yes, you can deduct the entire amount of such losses not- 
withstanding they exceed your profits from similar transactions. 
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Q. When shares of stock of a corporation are sold from lots 
purchased at different times and at different prices^ what lots 
shall the stock sold be charged against? 

A. If the identity of the lots can be determined, the stock 
sold may be charged against whatever lot was sold. 

If however the identity of the lots cannot be determined, the 
Commissioner has ruled that the stock sold shall be charged 
against the earliest purchases of such stock. 

Q. In order to charge off a bad debt^ must we first bring a 
legal action to definitely determine that it is worthless? 

A. No. Where all the surrounding circumstances indicate 
that a debt is worthless and that legal action to enforce payment 
would in all probability not result in the satisfaction of execu- 
tion on a judgment, a charge-off of the debt is warranted. 

Q. If I make a gift of securities to a charitable or educor 
tionid, etCf institution, at what figure may I deduct it in my 
return as an expense? At cost or at the present market value? 

A. At cost, or if you acquired the securities before March 
I, 191 3> the market value on that date. 

This is the present ruling of the Commissioner and is the 
reverse of the original ruling, viz., that the market value at the 
time of the gift could be deducted. 

Q. How are losses figured? 

A. In order to be deductible, the loss must be evidenced by 
a closed and completed transaction. 

The loss is the difference between cost (or the fair market 
value as of March i, 191 3, if acquired before that date) less 
depreciation since sustained, and the price at which disposed of. 

In case insurance or other compensation has been received, 
the deductible loss would be reduced by the amount of such in- 
surance or other compensation. 

Q. Upon what basis is depreciation figured? 

A. The basis of the deduction for depreciation is the cost of 
the property, or if acquired before March i, 1913, the fair market 
value on that date, plus the cost of improvements, additions and 
betterments added since that date. 

Q. How am I to determine what is a reasonable deduction 
for depreciation? 

A. By determining the extent of the useful life of the prop- 
erty and deducting annually an amount representing one year 
of that life. 
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Q. How can I determine the useful life? 

A. By taking into consideration the exhaustion, wear and tear 
of property used in the business including obsolescence due to 
the normal progress of the art or to becoming inadequate for 
the growing needs of the business. 

Q. Some of our assets are no longer of any use in the busi- 
ness. 

Must we sell them in order to deduct a loss? 

A. If the use of such property in the business is permanently 
discontinued, you can determine your loss based on the estimated 
salvage value and deduct the loss in your return without selling 
the property. 

A full statement of the facts and the basis upon which the 
computation is calculated must be attached to the return. 

Q. Certain assets of our business have suddenly become use* 
less and obsolete and we desire to write them off the books. 
May we deduct such items in our income tax return? 

A. It is provided in the regulations that when through some 
change in business conditions, the usefulness in the business of 
some or all of the assets is suddenly terminated, so that the 
taxpayer discontinues the business or discards such assets per- 
manently from use in the business, he may claim as a loss for the 
year in which he takes such action, the difference between cost 
(or the fair market value as of March i, 1913 if acquired before 
that date) of any assets so discarded (less any depreciation al- 
lowances), and the remaining salvage value of the assets. 

To sustain this deduction the taxpayer must be able to show 
some cause as the reason for prematurely discarding the assets. 
As for example, where machinery or other property must be re- 
placed by a new invention, or where an increase in the cost of or 
other changes in the manufacture of any product makes it neces- 
sary to abandon such manufacture to which special machinery 
is exclusively devoted, or where new legislation directly or indi- 
rectly makes continued profitable use of the property impossible. 

The above does not apply to inventories or to other than 
capital assets and applies to buildings only when they are per- 
manently abandoned or permanently devoted to a radically dif- 
ferent use, and to machinery only when its use as such is per- 
manently abandoned. 

Q* Our factory building will be torn down and replaced by 
a larger building, due to its inadequacy to meet the growing 
demands of our business. 
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May we deduct a loss on this account? 

A. The Treasury Department Jh its present rulings recog- 
nizes a deductable loss in such a case and illustrates the same 
substantially as follows : 

Assume the fair market value of a building on March i, 1913, 
was $30,000. Its depreciated value December 31, 19 18, was 
$18,000, and its estimated salvage value in 1920 $5,000. 

At the end of 19 18 it was definitely determined and certain 
that in 1920 the building would have to be torn down and 
replaced by a larger building, due to its inadequacy to meet the 
growing demands of the industry which it housed. 

The difference between the depreciated value December 31, 
1918 ($18,000) and its estimated salvage value ($S,ooo) repre- 
sents ordinary depreciation plus obsolescence. This amount of 
$13,000 should be spread over the years 1919 and 1920, and de- 
ductions claimed accordingly in returns filed for those years. 

In cases where obsolescence is claimed, it must be supported 
by a statement sufficient to establish the facts upon which it is 
based. 

Q. Our corporation issued its bonds at a discount. Can the 
discount be claimed as an expense? 

A. The net amount of such discount is deductible as interest 
and according to present Treasury rulings should be pro-rated 
or amortized over the life of the bonds. 

If, thereafter the corporation purchases and retires any of 
such bonds at a price in excess of the issuing price plus any 
amount of discount already deducted, the excess of the purchase 
price over the issuing price plus any amount of discount already 
deducted (or over the face value minus any amount of dis- 
count not yet deducted) is a deductible expense for the taxable 
year. 

If the corporation purchases and retires any of such bonds 
at a price less than the issuing price plus any amount of discount 
already deducted, the excess of the issuing price plus any amount 
of discount already deducted (or of the face value minus any 
amount of discount not yet deducted) over the purchase price 
is gain or income for the taxable year. 

Q. Are pensions paid to retired employees deductible as ex- 
penses of the business? 

A. Amounts for pensions to retired employees or to their 
families or others dependent upon them, or on account of in- 
juries received by employees, and lump sum amounts paid as 
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compensation for injuries are proper deductions as ordinary and 
necessary expenses, but are limited to the amount not compen- 
sated for by insurance or otherwise. 

Q. Our corporation owns a majority of the voting stock of a 
foreign corporation which transacts no busiriess and derives no 
income from sources within the United States, 

Can the dividends received from said foreign corporation be 
deducted in computing the net income of our corporation? 

A. No, because such foreign corporation is not taxable for 
Federal Income, War-profits and Excess-profits Taxes. 

Q. May premiums on life insurance policies be deducted? 

A. Premiums paid on any life insurance policy covering the 
life of any officer or employee or of any person financially inter- 
ested in any trade or business carried on by the taxpayer cannot 
be deducted when the taxpayer is directly or indirectly a bene- 
ficiary under such policy. 

Q. Our corporation pays income taxes in a foreign country 
and to possessions of the United States. 

May we have such taxes credited against the United States 
tax? 

A. In the case of a domestic corporation, the total income, 
war-profits and excess-profits taxes payable to the United States, 
will be credited with the amount of any income, war-profits and 
excess-profits taxes paid durmg the taxable year to any foreign 
country upon income derived from sources therein, or to any 
possession of the United States. 

If such taxes are refunded or the accrued tax is not paid in 
whole or in part the Commissioner must be notified at once. 

INVENTORIES 

Q. How should inventories be valued? 

A. Inventories must be valued on one or the other of the fol- 
lowing bases, viz. : 

(a) at cost 

(b) at cost or market, whichever is lower. 

If a taxpayer desires to change his basis of inventorying he 
must first apply to the Commissioner of Internal Revenue for per- 
mission. An exception is made for 1920, as shown in the next 
question and answer. 
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Q. The 1920 slump in prices is a hardship on those invent 
torying on the cost basis. 

Can we now change to the basis of cost or market^ which' 
ever is lower? 

A. Yes. However, when you file your income tax return you 
must indicate thereon the fact that you have changed the basis 
of your inventory. 

The provision permitting a change without first securing per- 
mission applies only to 1920 inventory. If in future years, you 
desire to change the basis of your inventory, you must first apply 
to the Commissioner of Internal Revenue for permission. 

Q. If goods were sold in 1919 at lower prices than 1918 inf 
ventory we were entitled to a readjustment and reduction of 
1918 tax. 

Does this apply to 1919 and 1920 inventories? 

A. No. The provision in the present statute is limited to 
the 19 1 8 inventory. 

A movement is now on foot to secure an amendment of the 
statute to extend that provision to 1919 and 1920. 

Q. We take our merchandise into inventory without deduct' 
ing cash discounts. 

May we deduct the average amount of cash discount re- 
ceived on merchandise in valuing our closing inventories? 

A. The Commissioner has ruled that taxpayers who, as a 
matter of settled practice do not deduct cash discounts from 
purchases, but who take the merchandise purchased into their 
inventories at invoice price (less trade or other discounts other 
than strictly cash discounts) carrying the discounts in a discount 
account, may not, in valuing their closing inventories for income 
tax purposes, deduct from the invoice price of the merchandise 
on hand at the close of the taxable year, the average amount of 
cash discount received on such merchandise; neither may the 
amount of cash discount earned, to be reported as income, be 
decreased by an amount representing the estimated cash discotmt 
received on merchandise on hand at the close of the year. 

Q, What should the inventory include? 

A. Raw materials and supplies on hand that have been ac- 
quired for sale, consumption or use in productive processes, to- 
gether with all finished or partly finished goods. Title to the 
merchandise included in the inventory should be vested in the 
taxpayer and goods merely ordered for future delivery and for 
which no transfer of title has been effected, should be excluded. 
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Inventories should include goods sold but not shipped to 
customers at the date of inventory, together with any merchan- 
dise out upon consignment, but if such goods have been included 
in the sales of the taxable year, they should not be taken in the 
inventory. 

Inventories should include merchandise purchased, although 
not actually received to which title has passed to the purchaser. 
There must be taken into the accounts, all invoices or other 
charges in respect of merchandise properly included in the in- 
ventory, but which is in transit, or for other reasons has not 
been reduced to a physical possession. 

Q. What about unidentified goods? 

A. If goods have been so intermingled that they cannot be 
identified with specific invoices, such goods are deemed to be 
goods most recently purchased. 

Q. What does **cosf* mean? 

A. The invoice price less trade or other discounts, except 
strictly cash discounts approximating fair interest rate which 
may be deducted or not at the option of the taxpayer, provided 
a consistent course is followed. To this should be added trans- 
portation or other necessary charges incurred in acquiring pos- 
session of the goods. 

In the case of merchandise produced by the taxpayer, cost 
means (a) cost of raw materials and supplies entering into, or 
consumed in connection with the product; (b) expenditures for 
direct labor; (c) indirect expenses incident to and necessary 
for the production of the article, including in such indirect ex- 
penses a reasonable proportion of management expenses, but not 
including any cost of selling or return on capital, whether by 
way of interest or profit. In any industry in which the usual 
rules for computation of cost of production are inapplicable, costs 
may be approximated upon such basis as may be reasonable and 
in conformity with established trade practices in the particular 
industry. 

Q. What does **niarkef* mean? 

A. The current bid price prevailing at the date of the in- 
ventory for the particular merchandise in the volume in which 
ordinarily purchased by the taxpayer. 

This applies (a) to goods purchased and on hand, (b) to 
basic elements of cost (materials, labor and burden) in goods in 
process of manufacture and (c) to finished goods on hand. 

However, as to goods on hand or in process of manufacture 
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for delivery upon firm sales contracts at fixed prices entered into 
before the date of the inventory, such goods must be inventoried 
at cost. 

Where no open market quotations are available, the taxpayer 
must use such evidence of a fair market price at the date or 
dates nearest the inventory as may be available to him, such as 
specific transactions in reasonable volume, entered into in good 
faith, or compensation for cancellation of contracts for purchase 
commitments. 

Where owing to abnormal conditions, the taxpayer has regu- 
larly sold such merchandise at prices lower than the current bid 
price as above defined, the inventory may be valued at such prices, 
and the correctness of such prices will be determined by refer- 
ence to the actual sales of the taxpayer for a reasonable period 
before and after the date of the inventory. Prices which vary ma- 
terially from the actual prices so ascertained will not be accepted 
as reflecting the market and the penalties prescribed for filing 
false and fraudulent returns may be asserted. 

Goods in process of manufacture may be valued for purposes 
of the inventory on the lowest of the following bases: (i) the 
replacement or reproduction cost prevailing at the date of the 
inventory; or (2) the proper proportionate part of the actual 
finished cost; or, under abnormal conditions, (3) the proper pro- 
portionate part of the sales price of the finished product, account 
being taken in all cases of the proportionate part of the total cost 
of basic elements (materials, labor and burden) represented in 
such goods in process of manufacture at the stages at which they 
are found on the date of the inventory. 

A taxpayer must be prepared to show both the cost and the 
market price of each article included in the inventory and the 
correctness of the prices adopted. 

Q. How may a dealer in securities inventory his securities? 

A. If, in his books of account, he regularly inventories un- 
sold securities on hand, either (a) at cost, or (b) at cost or 
market whichever is lower, he may make his income tax return 
on the basis upon which his accounts are kept, subject to the 
provision against changing the basis from year to year as above 
explained. 

Q. Who is a **dealer in secunties**? 

A. A merchant of securities whether an individual, partner- 
ship or corporation with an established place of business, regu- 
larly engaged in the purchase of securities and their resale to 
customers; that is, one who as merchant buys securities and 
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sells them to customers with a view to the gains and profits that 
may be derived therefrom. 

If such business is simply a branch of the activities carried 
on by such person, the securities inventoried may include only 
those held for purposes of resale and not for investment. 

Taxpayers who buy and sell or hold securities for investment 
or speculation and not in the course of an established business, 
and officers of corporations and members of partnerships who, in 
their individual capacities buy and sell securities, are not dealers 
in securities. 

NON-RESIDENT ALIENS 

Individuals, Partnerships and Corporations 

Q. On what income are non-resident alien individuals and 
foreign corporations subject to tax? 

A. On all income from sources within the United States, 
including interest on bonds, notes or other interest bearing obli- 
gations of residents, corporate or otherwise, dividends from 
resident corporations and including all amounts received (al- 
though paid under a contract for the sale of goods or otherwise) 
representing profits on the manufacture and disposition of goods 
within the United States. 

Bonds, notes and certificates of indebtedness of the United 
States and bonds of the War Finance Corporation, while benefi- 
cially owned by a non-resident alien individual, or a foreign cor- 
poration, partnership or association not engaged in business in 
the United States are exempt both as to principal and interest 
from any and all taxation now or hereafter imposed by the 
United States, any State, or any of the possessions of the United 
States or by any local taxing authority. 

Q. Are foreign partnerships subject to tax? 

A. The individual members of a foreign partnership are sub- 
ject to a tax individually on their share of the profits derived 
by the partnership from sources within the United States. 

Q, Who is a non-resident alien individual? 

A. An individual (a) whose residence is not within the 
United States and (b) who is not a citizen of the United States. 

Q. What is a non-resident foreign corporation? 

A. A foreign corporation not engaged in trade or business 
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within the United States and not having any office or place of 
business therein. 

Q. What is a resident foreign corporation? 

A, A foreign corporation engaged in trade or business with- 
in the United States and having an office or place of business 
therein. 

Q. Must a non-resident alien individual make or have made 
a complete return of his income received from sources within 
the United States regardless of amount? 

A. Yes, unless the tax on such income has been fully paid 
at the source. If, however, it appears on the filing of a return 
that a non-resident alien is not liable for tax, but nevertheless 
a tax has been withheld at the source, such non-resident alien 
may obtain refund of the tax withheld upon filing with the return 
a statement showing accurately the amounts of tax withheld 
with the names and post office addresses of all withholding 
agents. 

Q. Must a foreign corporation receiving income from source» 
within the United States file a return? 

A. Yes. If such corporation, however, has no office or place 
of business here but has a resident agent, the agent must make 
the return. 

Q. May a non-resident alien receive the benefit of simihtr 
deductions and credits allowed citizens and residents of the 
United States? 

A. Yes, to the extent shown in answer to next question, but 
only by filing or causing to be filed a true and accurate return 
of his total income from all sources, corporate or otherwise, in 
the United States. 

Q. What are the deductions and credits allowed a non-reaU 
dent alien individual referred to in the preceding question? 

A. In computing net income a non-resident alien individual 
is entitled to the following deductions : 

Deductions 

(i) The deductions allowed citizens for (i) business 
expenses, (4) losses in trade, (7) bad debts, (8) depre- 
ciation and obsolescence, (9) amortization and depletion 
are allowed only if and to the extent that they are con- 
nected with income arising from a source within the 
United States. 
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(2) The proportion of interest paid or accrued with- 
in the taxable year, which the amount of his gross income 
from sources within the United States bears to the amount 
of his gross income from all sources. 

(3) Losses incurred in any transaction entered into 
for profit, though not connected with the business or 
trade or arising from casualty or theft, are confined to 
transactions and property widiin the United States and 
to such losses as are not compensated for by insurance 
or otherwise. 

(4) Contributions or gifts made to domestic char- 
itable, etc., corporations or to the vocational rehabilita- 
tion fund not in excess of 15 per centum of the taxpayer's 
net income as computed without the benefit of this para- 
graph. For a description of such organizations see pro- 
visions above regarding deductions allowed to citizens. 

(5) Taxes paid or accrued within the taxable year, 
viz., taxes imposed in the United States, with certain ex- 
ceptions (see deductions allowed citizens). 

(6) Taxes imposed by authority of any foreign coun- 
try (except income, war-profits and excess-profits taxes 
and taxes assessed against local benefits of a kind tending 
to increase the value of the property assessed), upon prop- 
erty or business but only to the extent that such taxes are 
connected with income arising from a source within the 
United States. 

Credits 

For the purpose of the normal tax a non-resident alien indi- 
vidual is entitled to credit dividends from domestic or resident 
foreign corporations. 

A personal exemption of $1,000, if single, or $2,000 if the 
head of a family or a married person living with husband or 
wife and $200 for each dependent, if such dependent is under 
18 years of age or is incapable of self-support because mentally 
or physically defective, is allowed only if the country of which 
he is a citizen or subject imposes no income tax or if it imposes 
an income tax allows a similar exemption or credit for depen- 
dents to citizens of the United States not residing in such country. 

Q. What deductions and credits are allowed foreign cor» 
porations in computing their net income arising from sources 
within the United States? 
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A. The same deductions are allowed foreign corporations 
from their gross income arising from sources within the United 
States as are allowed to domestic corporations to the extent that 
such deductions are connected with such gross income with the 
following exceptions: 

(i) Interest paid on the corporate indebtedness can 
only be deducted in the proportion which the amount of 
its gross income from sources within the United States 
bears to the amount of its gross income from all sources 
within and without the United States. 

(2) Full deductions may be made for taxes imposed 
by the United States or any of its possessions or by any 
state, territory, or political subdivision thereof, except 
taxes for local benefits, and income, war-profits and ex- 
cess-profits taxes. 

(3) Taxes imposed by authority of any foreign coun- 
try (except income, war-profits and excess-profits taxes, 
and taxes assessed against local benefits of a kind tending 
to increase the value of the property assessed), upon 
property or business, but only to the extent that such 
taxes are connected with income arising from a source 
within the United States. 

A foreign corporation is also allowed to credit against its 
net income, before computing the income tax, the amount of any 
war-profits and excess-profits tax assessed against it by the 
United States for the same taxable year. 

A foreign corporation is not allowed the specific exemption 
of $2,000 allowed a domestic corporation. 

Q. If a noTi'Tesident alien owns stock in an American cor- 
poration which he disposes of by sale in the United StateSf is 
the profit derived from such sale taxable as income from sources 
within the United States? 

A. Yes. 

Q, Is charter money or freight payments received by a 
non-resident foreigner owning a vessel operated between the 
United States and foreign ports subject to tax? 

A. Income derived from freight and passenger traffic origi- 
nating within the United States is subject to the tax according to 
the opinion of the Attorney General. 
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Q. Must the tax be withheld at the source on payments of 
income to non-resident aliens and foreign corporations? 

A. Yes, as follows: 

All persons having the custody, control, receipt or payment 
of fixed or determinable income such as rents, salaries, interest, 
etc. (other than dividends from taxable corporations) of any 
non-resident alien individual or any non-resident foreign cor- 
poration must deduct and withhold therefrom the following 
taxes: 

8% Non-resident alien individuals 
10% Non-resident foreign corporations. 

In the case of interest on so-called "Tax-free covenant" 
bonds, however, the tax to be withheld is 2% (instead of 8-10%) 
of such interest paid to non-resident alien individuals, partner- 
ships and non-resident foreign corporations. 

Non-resident foreign corporation means : not engaged in trade 
or business within the United States and not having any office 
or place of business therein. 

Q, Is any tax required to be withheld from a resident for- 
eign corporation? 

A. No. 

Q. How may a non-resident alien employee prevent deduc- 
tion of tax at the source? 

A. By filing with his employer form No. 11 15 duly filled out 
and executed under oath. 

Q. What does form 1115 cover? 

A. It is a claim for exemption from tax up to $1,000 or 
$2,000 plus $200 for each dependent. 

If the employer finds that credit for such exemptions has 
not been exhausted, he need not, until such credit be in fact 
exhausted, withhold any tax from payments of salary or wages 
to a non-resident alien employee. 

However, if you are a citizen or subject of a country which 
imposes an income tax, you will not be allowed the exemptions 
above referred to unless your country allows similar exemptions 
to citizens of the United States not residing in your country. 

Q. If a non-resident alien individual entitled to credit for 
personal exemption or for dependents or both^ does not file 
the claim referred to in the preceding answer and does not file 
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a return of income^ will the tax he collected on the basis of his 
gross income from sources within the Umted States? 

A. Yes. 

Q. Must a certificate of ownership be filled out and signed 
when depositing or collecting bond coupons? 

A. Yes, except when the income is exempt from taxation. 

See page 58 for list of various forms. 

Q. Where foreign banks have two accounts with domestic 
bankSf one a deposit account and the other a borroudng aC' 
county must the domestic bank deduct the tax from the entire 
amount of interest credited to the foreign bank or only from 
the excess of the amount of interest credited to the deposit aC' 
count over the amount of interest charged upon the borrowing 
account? 

A. The tax is required to be withheld and deducted from 
the entire amount of interest credited to foreign banks upon their 
deposits in domestic banks without subtracting therefrom the 
interest charged by the domestic banks on money advanced or 
loaned to the foreign banks. 

If, however, foreign banks file returns of all their income 
from sources within the United States, the interest charged by 
domestic banks on the money advanced to them can be deducted 
in such returns to the extent of the proportion of such interest 
which the amount of gross income from sources within the 
United States bears to the amount of their gross income from 
all sources within and without the United States. 

The tax withheld will be credited against the total tax com- 
puted in the returns and if the tax withheld is in excess of the 
total tax liability a claim for refund can be filed for the amount 
overpaid. 
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WAR PROFITS AND EXCESS-PROFITS TAX 

(Applies to Corporations Only) 

Q, Who must file returns? 

A. Every corporation having a net income of $3,000 or over 
unless exempt under the Income Tax Law, i, e., charitable cor- 
porations, trade leagues, personal service corporations, etc. 

Individuals and partnerships are not subject to war-profits 
and excess-profits tax. 

Q. When must returns be filed? 

A. At the same time income tax returns are required to 
be filed (see page 18). 

Q, Are affiliated corporations required to file one combined 
return^ and consolidate their invested capital? 

A. Yes. (See page 19.) 

Q. Must consolidated returns he filed if changes take place 
during the year in the affiliated interests? 

A. If at the beginning of a year a corporation owned sub- 
stantially all of the stock of another corporation, and during 
the year sells all or a majority of such stock to outside interests 
not affiliated with it, or if a corporation during the year acquires 
substantially all of the stock of another corporation with which 
it was not previously affiliated, the regulations require a full 
disclosure of the circumstances of such changes and the Com- 
missioner will require a separate or consolidated return accord- 
ing to the circumstances. 

Q. What is a ** personal service corporation**? 

A. The definition of a "personal service corporation" is given 
on page 17. 

Q. Are ** personal service corporations** subject to the war" 
profits and excess profitS'tax? 

A. No, they are to be treated as partnerships, and the stock- 
holders will be taxable in their individual income tax returns on 
the amounts distributed to them by the corporation during its 
taxable year and any portion of the net income remaining un- 
distributed at the close of its taxable year will be taxable to the 
stockholders of such corporation at the close of its taxable year 
in proportion to their respective shares. 
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Q> Only part of the net income of our corporation is de- 
rived from the employment of capital. May we arrange to be 
taxed on the remainder of the income as a **perso¥uU service 
corporation'*? 

A. If part of the net income of a corporation is derived 
(i) from a business (or a branch of a business) in which the 
employment of capital is necessary, and (2) a part (constituting 
not less than 30% of its total net income) is derived from a 
separate business (or a distinctly separate branch of a business) 
which, if constituting the sole business would bring it within the 
class of "Personal Service Corporations," then the tax upon 
the first part of such net income will be separately computed 
(allowing in such computation only the same proportionate part 
of the war-profits credit and excess-profits credit allowed), and 
the tax upon the second part will be the same percentage there- 
of as the tax so computed upon the first part is of such first part. 
In other words, the tax upon the income produced by capital is 
first to be ascertained, and the same rate of tax on such income 
is to be applied in taxing the remainder of the income of the 
business. 

The above does not apply if the war-profits and excess-profits 
tax figured in the regular way on the entire net income is less 
than 20% of the entire net income. 

Q. Our corporation partakes in part of the nature of a per^ 
sonal service corporation. Must we apportion our invested cap- 
ital as well as our income between our personal service depart" 
ment and the balance of the business? 

A. Yes, there must be assigned to the personal service de- 
partment an amount of invested capital at least as great as that 
which would ordinarily be employed by a personal service corpo- 
ration of a similar size and standing for the payment of salaries 
and office expenses, maintenance of library and equipment, credit 
advances to clients, etc. 

Q. What are the rates of the War^profits and Excess-profits 
Tax for 1920? 

A. The tax is levied under two (2) brackets as follows: 

First Bracket 

20% of the net income over the Excess-Profits Credit 
and under 20% of the Invested Capital. 

Second Bracket, 

40% of the net income over 20% of the Invested 
Capital. 
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A corporation, however, which derives in any year a net 
income of more than $10,000 from any government contract 
or contracts made between April 6, 1917 and November 11, 1918, 
both dates inclusive, is subject to a tax at special rates. 

Q. What is the ExcesS'Profits Credit? 

A. A specific exemption of $3,000 plus S% of the Invested 
Capital for the taxable year. 

Q. If our corporation's Excess^Profits Credit is in excess 
of 20% of its Invested Capital can we apply the remainder of 
such credit against income in the second bracket? 

A. Yes. 

Q. Our corporation's return covers a period less than 12 
months. Will it be allowed the full specific exemption of 
$3,000? 

A. No, the $3,000 exemption must be reduced to an amount 
which is the same proportion of $3,000 as the number of months 
in the period is of 12 months. 

Q. The capital of our corporation is small which udll result 
in its being subject to a very high tax. Has any provision been 
made for a maximum tax in such cases? 

A. Yes. The War-Profits and Excess-Profits Tax will in no 
case be more than 20% of the amount of the net income in excess 
of $3,000 and not in excess of $20,000 plus 40% of the amount 
of the net income in excess of $20,000. 

This provision does not apply where the tax figured in the 
regular way is less. 

Representative Corporations 

Q, In what cases will the tax be determined on the basis of 
the rates of tax paid by representative corporations in the same 
business or trade? 

A. In the following cases, viz; 

(a) Where the Commissioner is unable to determine 
the invested capital; 

(b) In the case of a foreign corporation; 

(c) Where a mixed aggregate of tangible property 
and intangible property has been paid in for stock or for 
stock and bonds and the Commissioner is unable satisfac- 
torily to determine the respective values of the several 
classes of property at the time of payment, or to distin- 
guish the classes of property paid in for stock and for 
bonds, respectively; 
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(d) Where upon application by the corporation, the 
Commissioner finds and so declares of record that the tax 
if determined without benefit of this section would, owing 
to abnormal conditions affecting the capital or income of 
the corporation, work upon the corporation an exceptional 
hardship evidenced by gross disproportion between the 
tax computed without benefit of this section and the tax 
computed by reference to the representative corporations 
specified in Section 328. This subdivision shall not apply 
to any case (i) in which the tax (computed without bene- 
fit of this section) is high merely because the corporation 
earned within the taxable year a high rate of profits upon 
a normal invested capital, nor (2) in which 50 per centum 
or more of the gross income of the corporation for the 
taxable year (computed for income tax purposes) consists 
of gains, profits, commissions or other income derived on 
a cost-plus basis from a government contract or contracts 
made between April 6, 1917, and November 11, 1918, both 
dates inclusive. 

In all such cases the tax will be the amount, which 
bears the same ratio to the net income of the taxpayer (in 
excess of the specific exemption of $3,000) for the taxable 
year as the average tax of representative corporations 
engaged in a similar business bears to their average net 
income (in excess of specific exemption of $3,000) for 
such year. In the case of a foreign corporation, the tax 
shall be computed without deducting the specific exemp- 
tion of $3,000 either for the taxpayer or the representa- 
tive corporations. In computing the tax in such cases, 
the Commissioner must compare the taxpayer only with 
representative corporations whose invested capital can 
be satisfactorily determined under Section 326 and which 
are as nearly as may be similarly circumstanced with re- 
spect to gross income, net income, profits per unit of busi- 
ness transacted and capital employed, the amount and 
rate of war profits or excess profits and all other relevant 
facts and circumstances. 

If the tax is computed as above the provisions regard- 
ing the payment of the tax in instalments is somewhat 
modified. See heading "Pa)anent of Tax" below. 

Invested Capital 
Q. What is meant by invested capital? 
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A. Section 326 of the Act defines Invested Capital as follows : 

( 1 ) Actual cash bona fide paid in for stock or shares. 

(2) Actual cash value of tangible property, other than 
cash, bona fide paid in for stock or shares, at the time of 
such payment, but in no case to exceed the par value of 
the original stock or shares specifically issued therefor, 
unless the actual cash value of such tangible property at 
the time paid in, is shown to the satisfaction of the Com- 
missioner to have been clearly and substantially in excess 
of such par value, in which case such excess shall be 
treated as paid-in surplus. 

(3) Paid-in or earned surplus and undivided profits; 
not including surplus and undivided profits earned during 
the year. 

(4) Intangible property bona fide paid in for stock or 
shares prior to March 3, 1917, in an amount not exceeding 
(a) the actual cash value of such property at the time 
paid in, (b) the par value of the stock or shares issued 
therefor, or (c) in the aggregate 25% of the par value of 
the total stock or shares of the corporation outstanding on 
March 3, 1917, whichever is lowest. 

(5) Intangible property bona fide paid in for stock or 
shares on or after March 3, 1917, in an amount not ex- 
ceeding (a) the actual cash value of such property at the 
time paid in, (b) the par value of the stock or shares issued 
therefor, or (c) in the aggregate 25% of the par value of 
the total stock or shares of the corporation outstanding at 
the beginning of the taxable year, whichever is lowest. 
Provided that in no case shall the total amount included 
under paragraphs (4) and (5) exceed in the aggregate 25 
per centum of the par value of the total stock or shares 
of the corporation outstanding at the beginning of the 
taxable year. 

Borrowed Capital. — The term "invested capital" does 
not include borrowed capital. 

Inadmissible assets to be deducted. — From invested 
capital as above defined, there must be deducted, a per- 
centage thereof equal to the percentage which the amount 
of inadmissible assets is of the amount of admissible and 
inadmissible assets held during the taxable year. 

No Par Value Stock. — The par value is deemed to be 
the fair market value as of the date or dates of issue. 
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Q. What is meant by **intangible property^** **tangLble prop- 
erty^* **borrowed capita^* *Hnadniissible assets** etcJr 

A. The Act defines such terms as follows: 

**Intangible Property* means patents, copyrights, 
secret processes and formulae, good-will, trade-marks, 
trade brands, franchises and other like property. 

**Tangible Property* means stocks, bonds, notes and 
other evidences of indebtedness, bills and accounts receiv- 
able, leaseholds and other property other than intangible 
property. 

**Borrowed CapitaV* means money or other property 
borrowed, whether represented by bonds, notes, open ac- 
counts or otherwise. 

^^Inadmissible Assets** means stocks, bonds and other 
obligations (other than obligations of the United States), 
the dividends or interest from which is not included in 
computing net income. 

Where, however, the income derived from such assets 
consists in part of gain or profit derived from the sale or 
other disposition thereof, or where all or part of the in- 
terest derived from such assets is in effect included in the 
net income because of the limitation on the deduction of 
interest under the Income Tax Law, a corresponding part 
of capital invested in such assets will not be deemed to be 
"Inadmissible Assets." 

^'Admissible Assets** means all assets other than 
"Inadmissible Assets," valued in accordance with the pro- 
visions of the statute. 

Fractional Years. — The invested capital for any period 
is the average invested capital for such period, but in the 
case of a corporation making a return for a fractional 
part of a year, it will (except for the purpose of comput- 
ing the war profits credit under paragraph (2) of subdi- 
vision (a) of section 311) be the same fractional part 
of such average invested capital. 

Q. Our books do not correctly reflect our earned surplus and 
undivided profits. 

Can we re^adjust our books and claim a larger invested cap- 
ital? 

A. There are many cases where the books of account do not 
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correctly indicate the full amount of the invested capital by 
reason of conservative accounting practices or other causes. For 
example, where excessive depreciation has been charged off in 
past years, or earned surplus used to cut down the asset good 
will, the taking of inventories on a wrong basis of valuation, etc. 
AH such cases provide a basis for increases in invested capi- 
tal and a consequent reduction in taxes. 

Q. Our stock was issued partly for cash and partly for 
promissory notes of subscribers to the stock. 
Is such stock invested capital? 

A. En forcible notes or other evidences of indebtedness either 
interest bearing or non-interest bearing of the subscriber re- 
ceived by a corporation upon a subscription for stock is consid- 
ered by the Commissioner as tangible property in computing 
invested capital, to the extent of the actual cash value of such 
notes at the time when paid in, but only if such notes under the 
state corporation laws can legally be received in payment for 
stock, and provided also the corporation received the notes as 
absolute and not as conditional payment in whole or in part of 
the stock subscription. 

Q. Part of our capital stock was issued as a bonus in con- 
nection with the sale of our corporation! s bonds. 
Can such stock be included in invested capital? 

A. The Commissioner of Internal Revenue requires the cor- 
poration to prove to his satisfaction that such stock bonus en- 
abled the corporation to secure a higher price for the bonds than 
it could otherwise have secured, and upon establishing this fact, 
such stock is included to the extent of the difference between 
the selling price of the bonds, and the price at which they could 
have been sold if issued without such stock bonus. 

The excess of the face value of such bonds over the price 
at which they could have been sold if issued without the stock 
bonus is deemed by the Commissioner to be a discount and sub- 
ject to amortization. 

Net Income 

Q. How is the net income ascertained for the purpose of the 
War-profits and ExcesS'profits Tax? 

A. For the taxable year 1920, upon the same basis and in 
the same manner as provided for income tax purposes in the 
Revenue Act of 1918. 
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Reorganizations 

Q. If a business was reorganized after March 3^ 1917 ^ are 
there any limitations on the value that can he claimed for assets 
transferred to a new corporation? 

A. In the case of the reorganization, consolidation, or change 
of ownership of a business, or change of ownership of property, 
after March 3, 1917, if an interest or control in such business 
or property of 50% or more remains in the same persons, or any 
of them, then no asset transferred or received from the previous 
owner will, for the purpose of determining invested capital, be 
allowed a greater value than would have been allowed in com- 
puting the invested capital of such previous owner if such asset 
had not been so transferred or received. 

If the previous owner was not a corporation, then the value 
of any asset so transferred or received will be taken at its cost 
of acquisition (at the date when acquired by such previous 
owner) with proper allowance for depreciation, impairment, 
betterment, or development, but no addition to the original cost 
can be made for any charge or expenditure deducted as expense 
or otherwise on or after March i, 1913, in computing the net 
income of such previous owner for purposes of taxation. 

Q, Where a corporation succeeds prior to July J, 1919, to 
any trade or business previously owned by a partnership or 
individutd, in which capital is a material income producing fac» 
tor, may the net income of such trade or business from January 
i, I9I89 to the date of such reorganization be taxed as the net 
income of a corporation is taxed for income, excess'profits and 
war^profits taxes? 

A. In the case of the organization as a corporation before 
July I, 1919, of any trade or business in which capital is a 
material income-producing factor and which was previously 
owned by a partnership or individual, the net income of such 
trade or business from January i, 1918, to the date of such 
reorganization may at the option of the individual or partner- 
ship be taxed as the net income of a corporation is taxed for 
income, excess-profits and war-profits taxes, in which event the 
net income and invested capital of such trade or business shall 
be computed as if such corporation had been in existence on and 
after January i, 1918, and the undistributed profits or earnings 
of such trade or business shall not be subject to the surtax but 
amounts distributed on or after January i, 1918, from the eam- 
ings of such trade or business shall be taxed to the recipients as 
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dividends, and all the provisions of the income tax, war-profits 
and excess-profits tax laws relating to corporations shall, so far 
as practicable, apply to such trade or business; provided, that 
this paragraph shall not apply to any trade or business the net 
income of which for the taxable year 1918 was less than 20 per 
centum of its invested capital for such year; provided further, 
that any taxpayer who takes advantage of this paragraph shall 
pay the capital stock tax imposed under this law and the capital 
stock tax imposed by the Revenue Act of 1916, as if such tax- 
payer had been a corporation on and after January i, 1918, with 
a capital stock having no par value. 

Foreign Corporations 

Q, Is a foreign corporation subject to the excess profits tax? 

A. Yes. It is not, however, entitled to the specific exemption 
of $3,000 allowed domestic corporations. 

As to rates of the tax, the Conmiissioner of Internal Revenue 
is authorized to apply the same rates which he finds represen- 
tative corporations in a similar business pay (see heading "Rep- 
resentative Corporations" above). 

This authorization was probably given in view of the im- 
practicability of determining what proportion of a foreign cor- 
poration's invested capital is employed in this country. 

MiSCEXLANEOUS 

Q. How is the tax computed upon a corporation engaged in 
mining gold? 

A. The Act contains special provisions on this subject and 
should be consulted. 

Q. In view of the risks involved in the development of mines, 
oil or gas wellSf has Congress made any provision, making an 
allowance in the case of profits arising upon the sale of such 
property, so that the Excess'profits Tax will not be confiscatory? 

A. In the case of a bona fide sale of mines, oil or gas wells 
or any interest therein, where the principal value of the property 
has been demonstrated by the prospecting or exploration and 
discovery work done by the taxpayer, the portion of the Excess- 
profits Tax attributable to the profit on such sale, will not exceed 
20% of the selling price of the property or interest therein. 

Payment of Tax 

Q, When are the war-profits and excesS'profits taxes paya- 
hie? 

51 



AN INDIVIDUAL INCOME TAX TABLE 



A. At the same time and in the same manner as the income 
tax. See page 23. 

However, if the tax is computed on the basis of rates apply- 
ing to representative corporations in the same line of business 
as provided in section 328 of the statute the instalments are 
governed by the following provisions, viz: when the tax com- 
puted according to the actual income and capital of the cor- 
poration is less than 50% of its net income the instalment in 
the first instance will be computed upon the basis of such tax; 
but if 50% or more then on the basis of 50% of its net income. 
In any case the actual ratio when ascertained shall be used in 
determining the correct amount of the tax. If the correct amount 
exceeds 50% of its net income any excess of the correct instal- 
ments over the amounts actually paid must on notice and demand 
be paid together with interest at rate of J4% per month on such 
excess from the time the instalment was due. 



INTRODUCTORY NOTES TO INCOME TAX TABLE 

THE INCOME referred to in first column on opposite page means NET INCOME 

arrived at as in the following example: 

Salary $2»000 Business Expenses $110 

Dividends on Stocks 300 Interest Paid 20 

Dealings in Stocks 100 Taxes Paid 30 

Profits from Business 1,800 Losses 10 

Interest, Liberty Bonds, if subject Bad Debts 80 

to surtax 100 Depreciation 130 

Partnership Profits— your share.. . 1,000 Gifts to Charities 20 



Other Taxable Income 100 



$5,400 
400 



$400 



Net Income $5,000 

Non-taxable income, t. ^., gifts, interest on state and citv bonds, certain national 
bonds, etc., is not required to be reported. See page 56 tor status of interest on 
Liberty Bonds. 

ADDITIONS TO THE ABOVE TAX:— If you arc single and without any de- 
pendents as described in the Statute, your exemption from the 4% tax is $1,000, in- 
stead of $2,000 as shown in the chart, and the 8% normal tax will begin to apply at 
$5,000 instead of $6,000. The same applies to a married person not living with wife 
or husband and without such other dependents. 

DEDUCTIONS FROM ABOVE TAX:— (a) If you have dependents as de- 
scribed in the statute, your exemption from the normal tax is increased by $200 for 
each dependent, resulting in a reduction of your normal tax as above computed by 
an amount not exceeding $16 for each dependent, according to the size of your 
income. 

(b) If your income includes dividends, your normal tax as above computed will 
be reduced by 4% or 8% (according to the size of your income) of the amount of 
your dividends. 

(c) For status of interest on Liberty Bonds see page 56. Such interest, if subject 
to surtax, must be included in grosi income, but is exempt ftwk AWH^l tax of 4% — 
M% M in tbe case of dividends. 
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INDIVIDUAL INCOME TAX TABLE 

This table and notes show the total Income Tax^ und€r the Revenue 
Act of 1918, payable for the year 1920, by the head of a family or a married 
person living with husband or wife and with no other dependents. 
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TOTAL 


Normal 


Normal 


Per Cent, 


Amount 


NCOMB 


TAX 


Tax 


Tax 


Surtax 


Surtax 


$1,000 


None 


Exempt 


None 


Exempt 


None 


2,000 


None 


Bxempt 


None 


Bxempt 


None 


8,000 


$40 


4% 


140 


Bxempt 


None 


4,000 


80 


4% 


80 


Bxempt 


None 


6,000 


120 


4% 


120 


Bxempt 


None 


6,000 


170 


4% 


160 


1% 


$10 


7,000 


270 


8% 


240 


2% 


80 


8,000 


870 


8% 


320 


2% 


60 


9,000 


480 


8% 


400 


3% 


80 


10,000 


600 


8% 


480 


3% 


110 


11,000 


710 


8% 


560 


4% 


160 


12,000 


880 


8% 


640 


4% 


190 


18,000 


960 


8% 


720 


5% 


240 


14,000 


1,090 


8% 


800 


5% 


290 


16,000 


1,280 


8% 


880 


6% 


360 


16,000 


1,870 


8% 


060 


6% 


410 


17,000 


1,620 


8% 


1,040 


7% 


480 


18,000 


1,670 


8% 


1,120 


7% 


650 


19,000 


1,880 


8% 


1,200 


8% 


630 


20,000 


1,990 


8% 


1,280 


8% 


710 


21,000 


2,160 


8% 


1,360 


9% 


800 


22,000 


2,880 


8% 


1,440 


9% 


880 


28.000 


2.610 


8% 


1,520 


10% 


900 


24.000 


2,690 


8% 


1.600 


10% 


1.090 


26,000 


2,880 


8% 


1,680 


11% 


1.200 


26,000 


8.070 


8% 


1,760 


11% 


1.310 


27,000 


8,270 


8% 


1.840 


12% 


1,430 


28,000 


8,470 


8% 


1,920 


12% 


1,560 


29,000 


8,680 


8% 


2,000 


13% 


1,680 


80,000 


8,890 


8% 


2,080 


13% 


1,810 


81,000 


4,110 


8% 


2,160 


14% 


1.060 


82,000 


4,880 


8% 


2,240 


14% 


2,090 


88,000 


4,660 


8% 


2,320 


15% 


2,240 


84,000 


4,790 


8% 


2,400 


15% 


2.390 


86,000 


6,080 


8% 


2,480 


16% 


2,650 


86,000 


6,270 


8% 


2,560 


16% 


2,710 


87,000 


6,620 


8% 


2,640 


17% 


2.880 


88,000 


6,770 


8% 


2,720 


17% 


3,060 


89,000 


6,080 


8% 


2,800 


18% 


3.230 


40,000 


6,290 


8% 


2,880 


18% 


3,410 


41.000 


6,660 


8% 


2,960 


19% 


3.600 


42,000 


6,880 


8% 


3,040 


19% 


3,790 


48,000 


7,110 


8% 


3.120 


20% 


3.990 


44,000 


7390 


8% 


3,200 


20% 


4,190 


46,000 


7,680 


8% 


3.280 


21% 


4.400 


46,000 


7,970 


8% 


3,360 


21% 


4.610 


47,000 


8,270 


8% 


3,440 


22% 


4,830 


48,000 


8,670 


8% 


3.520 


22% 


6.060 


49,000 


8380 


8% 


3,600 


23% 


6.280 


60,000 


9490 


8% 


3,680 


23% 


6.610 


61.000 


9,610 


8% 


8,760 


24% 
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' 


TOTAL 


Normal Normal 


Per C«ne. 


AmoiuU 


INCOMB . 


TAX 


Tax Tax 


5«rta« 


Surtax 


$62,000 


$9380 


8% $3,840 


24% 


$5390 


68,000 


10,160 


8% 3,020 


25% 


6,240 


64,000 


10,490 


8% 4.000 


25% 


6,490 


66,000 


10,880 


8% 4.080 


26% 


6.750 


66,000 


11470 


8% 4,160 


26% 


7.010 


67,000 


11,620 


8% 4.240 


27% 


7,280 


68,000 


11,870 


8% 4.320 


27% 


7.560 


60,000 


12,280 


8% 4,400 


28% 


7.830 


60,000 


12,680 


8% 4,480 


28% 


8,110 


61,000 


12,960 


8% 4,560 


29% 


8.400 


62,000 


18,880 


8% 4,640 


29% 


8.690 


68,000 


18,710 


8% 4.720 


30% 


8.990 


64,000 


14,090 


8% 4,800 


30% 


9.290 


66,000 


14,480 


8% 4,880 


31% 


9,600 


66,000 


14,870 


8% 4,960 


31% 


9,910 


67,000 


16,270 


8% 5,040 


32% 


10.230 


68,000 


16,670 


8% 5.120 


32% 


10.650 


69,000 


16,080 


8% 5,200 


33% 


10,880 


70,000 


16,490 


8% 5.280 


33% 


11.210 


71,000 


16,910 


8% 5,360 


34% 


11,560 


72,000 


17,880 


8% 5,440 


34% 


11.880 


78,000 


17,760 


8% 5,520 


35% 


12,240 


74,000 


18,190 


8% 5.600 


35% 


12.500 


76,000 


18,680 


8% 5,680 


36% 


12.950 


76,000 


19,070 


8% 5,760 


36% 


13,310 


77,000 


19,620 


8% 5,840 


37% 


13.680 


78,000 


19,970 


8% 5.920 


37% 


14.060 


79,000 


20,480 


8% 6,000 


38% 


14.430 


80,000 


20,890 


8% 6,080 


38% 


14,810 


81,000 


21,860 


8% 6.160 


39% 


15.200 


82,000 


21,880 


8% 6,240 


39% 


15,500 


88,000 


22,810 


8% 6,320 


40% 


15.990 


84,000 


22,790 


8% 6,400 


40% 


16.390 


86,000 


28,280 


8% 6.480 


41% 


16,800 


86,000 


28,770 


8% 6,560 


41% 


17.210 


87,000 


24,270 


8% 6,640 


42% 


17.630 


88,000 


24,770 


8% 6,720 


42% 


18.060 


89,000 


26,280 


8% 6,800 


43% 


18.480 


90,000 


26,790 


8% 6,880 


43% 


18.910 


91,000 


26,810 


8% 6,960 


44% 


19.360 


92,000 


26380 


8% 7.040 


44% 


19.790 


98,000 


27,860 


8% 7.120 


45% 


20.240 


94,000 


27390 


8% 7,200 


45% 


20.600 


96,000 


28,480 


8% 7,280 


46% 


21,160 


90,000 


28370 


8% 7,360 


46% 


21,610 


97,000 


29320 


8% 7.440 


47% 


22.080, 


98,000 


80,070 


8% 7.520 


47% 


22.560 


99,000 


80,680 


8% 7.600 


48% 


23.090 


100,000 


81,190 


8% 7.680 


48% 


23.510 


126,000 


46,190 


8% 9,680 


52% 


86.610 


160,000 


61,190 


8% 11,680 


52% 


48.610 


176,000 


77,190 


8% 13.680 


56% 


63.610 


200,000 


98,190 


8% 15,680 


56% 


77.510 


260,000 


127,190 


8% 19,680 


60% 


107,510 


800,000 


161,100 


8% 23,680 


60% 


137.510 


400,000 


282,190 


8% 31,680 


63% 


200.510 


600,000 


808,190 


8% 39.680 


63% 


263.610 


1,000,000 


668,190 


8% 79,680 


64% 


583.510 


1,260,000 


846390 


8% 1N>.6B0 


66% 


746,010 
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COMPUTATION OF EXCESS-PROFITS TAX 

(Corporation With Invested Capital) 

Taxable Year (1920): 

Invested Capital $1,000,000 

Net Income 400,000 

COMPUTATION OF EXCESS-PROFITS TAX. 

First Bracket: 

20% of $1,000,000 (Invested Capital) $200,000 

Excess Profits Credit: 

(1) 8% of $1,000,000 (Invested Capital) $80,000 

(2) Specific Exemption 3,000 

83,000 

Net Income subject to 20% Ux $117,000 

Amount of tax (First Bracket) 23,400 

Second Bracket: 

Net Income for Taxable Year (1920) $400,000 

20% of Invested Capital 200,00 

Net Income subject to 40% tax $200,000 

Amount of Tax (Second Bracket) 80,000 

Toul Excess-Profits Tax $103,400 

COMPUTATION OF INCOME TAX. 

Net Income for Taxable Year (1920) $400,000 

Credits: 

(1) Excess-Profits Tax: 

First Bracket $23,400 

Second Bracket 80,000 

$103,400 

(2) Specific Exemption 2,000 

$105,400 

Net Income subject to 10% ux $294,600 

Amount of Income Tax $29,460 

SUMMARY. 

Excess-Profits Tax: 

First Bracket $23,400 

Second Bracket 80,000 

$103,400 

Income Tax . 29,460 

Total tax $132,860 

NOTE.— (1) In no case shall the total War Profits and Excess Profits 
Tax for 1920, computed as above, amount to more than 20% of amount of 
the net income in excess of $3,000 and not in excess of $20,000, plus 40% of 
the amount of the net income in excess of $20,000. 

(2) This chart is not applicable in computing the tax of a corporation 
receiving in 1920 more than $10,000 from government contracts made be- 
tween April 6, 1917 and November 10, 1918. 
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LIBERTY BONDS AND VICTORY NOTES 



TAX EXEMPTION TABLE 

Normal Income Tax. 

Interest on all Liberty Bonds and Victory Notes without limit 
as to amount, is exempt from Normal Tax, until maturity. 

Surtaxest Excess-Profits and War-Profits Tax. 

Interest on Liberty Bonds and Victory Notes is also exempt 
from Surtaxes, Excess-Profits and War-Profits Taxes to the ex- 
tent shown below. 

The exemptions mentioned in the last four groups are in addi- 
tion to those mentioned in the second group. 

Exempt from 

All Surtaxes, Excess-Profits and 
War-Profits Taxes until matur- 
ity. 



Description of Bonds 

1st Liberty 3%%, 1947 
Victory Notes 3%%, 1923 



1st Liberty Conv. 4%, 1947, 
1st Liberty Conv. 4%%, 1947, 

of Third Loan. 
1st Liberty Conv. 4%%, 1947, 

of Fourth Loan 
2nd Liberty 4%, 1942 
2nd Liberty Conv. 4%%, 1942 
3rd Liberty 4%%, 1928 
4th Liberty 4%%, 1938 
Treasury Certificates 
War Savings Certificates 



1st Liberty Conv. 4%%, 1947, 

of Fourth Loan 
4th Liberty 4%%, 1938 



1st Liberty Conv. 4%, 1947 
1st Liberty Conv. 4%%, 1947, 

of Third Loan 
1st Liberty Conv. 4%%, 1947, 

of Fourth Loan 
2nd Liberty 4%, 1942 
2nd Liberty Conv. 4%%, 1942 
3rd Liberty 4^%, 1928 
^//r Liberty 4U%, 1938 



Surtaxes, Excess-Profits and War- 
Profits Taxes on interest on 
aggregate of $5,000 of bonds (de- 
scribed in this group), until ma- 
turity. 

Maximum for this group, $5,000 of 
bonds. 



Surtaxes, Excess-Profits and War- 
Profits Taxes on interest on 
amount of bonds not exceeding 
$30,000 of each issue (described 
in this group), until two years 
after the date of the close of the 
war, whether originally sub- 
scribed for or subsequently ac- 
quired. 

Maximum for this group, $60,000 
of bonds. 

Surtaxes, Excess-Profits and War- 
Profits Taxes on interest on 
aggregate of $30,000 of bonds (de- 
scribed in this group), until fivt 
years after the date of the close 
of the war, whether originally 
subscribed for or subsequently 
acquired. 

Maximum for this group $30,000 of 
bonds. 
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1st Liberty Con v. 4%, 1947 
1st Liberty Con v. 4%%, 1947 

of Third Loan 
2nd Liberty 4%, 1942 
2nd Liberty Conv. 4%%, 1942 
3rd Liberty 4%%, 1928 



Surtaxes, Excess-Profits and War- 
Profits Taxes on interest on 
aggregate of bonds (described in 
this group) up to IVa times 
amount of Fourth Liberty Loan 
Bonds (not exceeding $30,000) 
originally subscribed for and 
owned at the date of owner's tax 
return, until two years after the 
date of the close of the war. 

Maximum for this group $45,000 of 
bonds. 



1st Liberty Conv. 4%, 1947 
1st Liberty Conv. 4%%, 1947, 

of Third Loan 
1st Liberty Conv. 4%%, 1947, 

of Fourth Loan 
2nd Liberty 4%, 1942 
2nd Liberty Conv. 4%%, 1942 
3rd Liberty 4%%, 1928 
4th Liberty 4%%, 1938 



Surtaxes, Excess-Profits and War- 
Profits Taxes on aggregate 
amount of bonds (described in 
this group) up to three times 
amount of Victory Notes (not 
exceeding $6,666.66) originally 
subscribed for and owned at date 
of owner's tax return, until ma- 
turity of Victory Notes. 

Maximum for this group $20,000 
of bonds. 



NOTE. — (1) The principal and interest of all Liberty Bonds and 
Victory Notes are exempt from any and all taxation by any State or 
any of the possessions of the United States, or by any local taxing au- 
thority, except estate and inheritance taxes. 

(2) Federal estate and inheritance taxes can be paid with any of 
the following bonds at par and accrued interest, provided they were 
owned continuously for at least six months prior to the date of the 
death of the owner: 



1st Liberty Conv. 4%%, 1947, 

of Third Loan 
1st Liberty Conv. 4%%, 1947, 

of Fourth Loan 



2nd Liberty Conv; 4%%, 1942 
3rd Liberty 4%%, 1928 
4th Liberty, 4%%, 1938 
Victory Notes 4%%, 1923 



(3) Trusts and Partnerships. — In computing the foregoing maxi- 
mum exemptions, each member of a partnership and each beneficiary 
of a trust is to be regarded as the owner of a proportionate part of the 
bonds or notes held by the partnership or held in trust and must com- 
bine such proportionate part of the bonds or notes so held with his in- 
dividual holdings. 

(4) War Finance Corporation Bonds. — Principal and interest is 
exempt from all taxation both national and local except (a) estate or 
inheritance taxes and (b) where the principal exceeds $5,000, interest 
on the excess of principal over $5,000 is subject to United States sur- 
taxes, excess-profits and war-profits taxes. 
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INCOME TAX FORMS 



RETURNS OF ANNUAL NET INCOME 

Indiyidnals 

Form No. 

1040 If your net income is more than $5,000 this form should 

be used. This form is also used for separate returns 
of husband and wife in case their combined net income 
exceeds $5,000. 

Form No. 

1040'A If your net income is not more than $5,000 this form 

should be used. 

Form No. 

1040-C This form is to be used by non-resident aliens in filing 

individual income tax return where the net income is 
not more than $5,000. 

Form No. 

1040-F Schedule of farm income and expenses. This should 

be filed with 1040 or 1040-A. 

Form No. 

1116 (Revised) . . . This form is used by individuals where claim is made 

for a credit for income, war profits or excess profits 
taxes paid other than to the United States. 

Form No. 

1117 This is a form of bond for use in cases where claim 

for credit is made on Form 1116, and a bond to accom- 
pany the claim is required. 

Fiduciaries 

Form No. 

1041 This form of annual return is used by executors, trus- 
tees and other fiduciaries. 

Partnerships — 

Personal Service Coiporations 

Form No. 

1065 Every domestic partnership, every foreign partnership 

doing business in the United States, and every personal 
service corporation must file a return of income on 
this form, regardless of the amount of its gross or 
net income. 
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Corporations 

Form No. 

1120 This form is used by corporations, domestic and for- 
eign (except personal service corporations). 
In case of affiliated corporations this form is to be 
used only by the parent company. The subsidiary 
companies use Form No. 1122 (Revised). 

Form No. 

1122 (Revised) . . . Information returns to be filed by subsidiary corpora- 
tions whose net income and invested capital are in- 
cluded in the return of a parent corporation. This 
return is filed with the collector of the district in which 
the subsidiary corporation is located. 

Form No. 

1120-S This form should be used with Form 1120 where cor- 
poration's net income includes an amount derived from 
Government contracts in excess of $10,000. 

Form No. 

1118 This form is used by domestic corporations where 

credit is sought for income or profits taxes paid other 
than to the United States. 

Form No. 

1119 (Revised) . . . This form should be used for bond to accompany 

claim on Form No. 1118 in cases where a bond is re- 
quired. 

INFORMATION AT SOURCE 

Form No. 

1096 (Revised) . . . Annual information return. This form covers pay- 
ments of income required by the law to be reported. 

Form No. 

1096-B (Revised). Annual information return relating to payments of 

interest on bonds of domestic and foreign corporations, 
countries and dividends on stock of foreign corpora- 
tions. 

Form No. 

1098 (Revised) . . . Annual report of income paid to non-resident alien in- 
dividuals and foreign corporations during taxable year. 

Form No. 

1099 Annual report of income of $1,000 or more paid during 

taxable year. 

Form No. 

1096-A Monthly information return relating to payments of 

interest on bonds of domestic and resident corporations 
and foreign corporations and countries and dividends 
on stock of foreign corporations. 
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DEDUCTION OF TAX AT SOURCE 

Certificates of Ownership 

Form No. 

1000 (Revised) ... This form is used 

(a) by citizens or residents of the United States 
when personal exemption or credit is not claimed 
against interest on bonds containing a tax free 
covenant. 

(b) by non-resident alien individuals and by non- 
resident foreign corporations whether or not 
such bonds contain a tax free covenant. 

(c) by partnerships resident or non-resident and by 
personal service corporations in the case of bonds 
containing a tax free covenant. 

(d) where the owner is unknown to the withholding 
agent. 

Form No. 

1001 (Revised) . . . This form is used 

(a) by citizens or residents of the United States 
where personal exemption is claimed against in- 
terest on bonds containing a tax free covenant 
and when presenting coupons from bonds not 
containing a tax free covenant. 

(b) by domestic corporations. 

(c) by partnerships resident or non-resident in the 
case of bonds not containing a tax free covenant. 

(d) By resident foreign corporations whether or not 
such bonds contain a tax free covenant. 

(e) by foreign governments whether or not the bonds 
contain a tax free covenant. 

Form No. 

1001-A (Revised) .This form is used 

(a) where bonds of foreign countries or bonds and 
stocks of non-resident foreign corporations are 
owned by citizens or residents of the United 
States, individual or fiduciary, or by domestic or 
resident foreign corporations or partnerships. 
This certificate must be executed by the actual 
owner or by his duly authorized agent when 
presenting the item for collection, except in the 
case of a foreign country or a foreign corpora- 
tion having a fiscal agent in this country and 
issuing bonds which contain a tax free covenant 
clause. In such case the fiscal agent is re- 
quired to withhold the normal tax upon the 
interest on such bonds and ownership certifi- 
cate form 1000 (Revised) modified to show the 
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name and address of the fiscal agent should be 
used unless the owner (if so entitled) desires to 
claim exemption, in which case Form 1001-A 
(Revised) should be filed. 

(b) where such foreign bonds or stocks are owned 
by non-resident alien individuals, fiduciaries, cor- 
porations or partnerships, this certificate must be 
used on behalf of such owners by any responsi- 
ble bank or banker either foreign or domestic, 
having knowledge of such ownership. 

Form No. 

1058 (Revised) 

,1059 (Revised)... Resident collecting agents and responsible banks and 

bankers receiving interest coupons for collection with 
ownership certificates attached (except in case where 
ownership certificates are presented by non-resident 
alien individuals, non-resident alien partneriships or 
non-resident alien corporations) may detach and for- 
ward the original certificate directly to the commis- 
sioner, provided each such collecting agent shall sub- 
stitute for such original certificate its own certificate 
Form No. 1058 (Revised) or Form 1069 (Revised). 

Form No. 

1087 (Revised)... Form of certificate of ownership for use of foreign 

principal to disclose actual ownership of stock of do- 
mestic corporations registered in the name of repre- 
sentative in the United States. 

Non-Resident Aliens — ^Exemption 
from Dednction of Tax 

Form No. 

1001-B This form should be used for the purpose of claiming 

the benefit of a personal exemption and credit for de- 
pendents by non-resident aliens owning bonds of a 
domestic corporation containing a tax free covenant, 
but does not relieve bond owner from the require- 
ments with regard to filing of ownership certificates. 
This form covers statement of income received from 
source within the United States. 

Form No. 

1116 (Revised) ... A non-resident alien employee, provided he is entitled 

to credit for a personal exemption or for dependents 
or both, may claim the benefit of such credit by filing 
this form with his employer properly filled out and 
executed under oath. 

Form No. 

1078 (Revised) . . . This form is a certificate of residence and is filed 

with the withholding agent by aliens residing in the 
United States for the purpose of claiming die benefit 
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of such residence for income tax purposes. The em- 
ployer may obtain evidence to overcome the prima facie 
presumption of non-residence by securing from the 
alien this form or an equivalent of the alien establish- 
ing residence. 

Returns of Tax Deducted and Withheld 

Form No. 

1012 (Revised) 

1013 (Revised) . . . Every withholding agent must make an annual re- 

turn on Form 1013 (Revised) to the Collector of his 
district of the tax withheld from interest on corporate 
bonds or other obligations on or before March 1. 
He must also make a monthly return on Form 1012 
(Revised) on or before the 20tJi day of the month fol- 
lowing that for which the return is made. The original 
ownership certificates or the substitute certificates where 
authorized, must be forwarded to the collector with the 
monthly return. 
Form 1012-A is an extension of 1012 (revised). 

Form No. 

1042 (Revised)... Every person required to deduct and withhold any 

tax from income other than interest on corporate bonds 
and other obligations, shall make an annual return 
thereof to the Collector on or before March 1. 
This form is to accompany a separate report on Form 
1098 (revised) for each non-resident alien individual 
or non-resident foreign corporation to whom income 
other than bond interest was paid during the previous 
taxable year. 

CLAIM FOR REFUND, ETC. 
Form No. 

46 (Revised) Claim for refund covering taxes which taxpayer claims 

were erroneously or illegally collected. 

Form No. 

47 (Revised) Claim for abatement of taxes which taxpayer claims 

were erroneously or illegally assessed, but which have 
not yet been paid by the taxpayer. 

Form No. 

47-A Claim for credit, A taxpayer desiring to obtain a credit 

against current taxes for taxes erroneously collected, 
may file this form with the collector for the district 
in which his original return was filed. 

MISCELLANEOUS 

Form No. 

1017 (Revised) ... A form used by banks and agents in making applica- 
tion for a license to collect foreign items. 
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Form No. 

1114 (Revised) ... In cases where a taxpayer elects to replace or restore 

lost, damaged or transferred property, but it is not 
practicable to do so immediately, he may obtain per- 
mission for the establishment of a replacement fund 
by filing application on this form. The idea is that the 
accounting for income tax purposes for gain or loss is 
postponed until the replacement is made and the facts 
as to the gain or loss are definitely known. 



Form No. 
1124 



This is a form of bond to be used in connection with 
loss on inventory and from rebates and claim for abate- 
ment of income and profit taxes. 



Form No. 
1125 



, This schedule of taxable interest on liberty bonds is to 
accompany individual partnership, personal service cor- 
poration and fiduciary returns. 



Form No. 
1126 



This is a certificate of inventory which must be sub- 
mitted by all taxpayers engaged in a trade or busi- 
ness, in which the production, purchase or sale of 
merchandise of any kind is an income producing factor. 
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CAPITAL STOCK TAX 

APPLYING TO CORPORATIONS 

§ looo Revenue Act of 19 18 

Returns — When to be Filed. 

Every corporation must file a return during the month of 
July of each year in accordance with such regulations as the 
Commissioner of Internal Revenue may prescribe. 

What Corporations Need Not File Returns. 

Corporations that were not engaged in business during the 
preceding fiscal year, i. e., the 12 months ending June 30th, and 
those exempt under section 231 of the Income Tax Law need not 
file Returns. 

Basis and Rate of Tax. 

This is an annual excise tax with respect to carrying on or 
doing business, equivalent to $1 for each $1,000 of so much of 
the fair average value of its capital stock for the preceding year 
ending June 30th as is in excess of $5,000. 

Surplus and undivided profits must be included in estimating 
the value of the capital stock. 

A proportionate tax is imposed on foreign corporations doing 
business in the United States. 

Such deposits and reserve funds required by law or contract 
to be maintained or held by insurance companies for the pro- 
tection of or payment to or apportionment among policy holders* 
are not included in computing the tax. 

Special provisions apply to the imposition of this tax on 
Mutual Insurance Companies, both domestic and foreign. 

When Tax Is To Be Paid. 

The tax may be paid at the time the Return is filed, but no 
penalty will be incurred if not paid until assessment is made, 
provided the tax is paid within 10 days after notice and demand 
by the Collector. 
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ESTATE TAX 

§§400-410 Revenue Act, 19 18 

The Estate Tax applies to the estates of decedents dying 
after February 24, 1919, the date of the passage of the Revenue 
Act of 19 18. This tax is in lieu of the Estate Taxes imposed 
under the Revenue Acts of 1916 and 1917. 

Estates of decedents whether resident or non-resident dying 
after the passage of the Revenue Act of 1918, are subject to a 
tax equal to the sum of the following percentages of the value 
of the Net Estate. 

The rates under the Revenue Act of 1918 are as follows: 



$ I to $ 

50,000 to 

150,000 to 

250,000 to 

450,000 to 

750,000 to 

1,000,000 to 

1,500,000 to 

2,000,000 to 

3,000,000 to 

4,000,000 to 

5,600,000 to 

8,000,000 to 



Above $10,000,000 



50,000 i. e. 

150,000 i.e. 

250,000 i. e. 

450,000 i. e. 

750,000 i. e. 
1,000,000 i.e. 
1,500,000 i. e. 
2,000,000 i. e. 
3,000,000 i.e. 
4,000,000 i. e. 
5,000,000 i. e. 
8,000,000 i. e. 
10,000,000 i. e. 



$ 50,000 i% = $ 500 

100,000 2%= 2,000 

100,000 3%= 3,000 

200,000 4%= 8,000 

300,000 6%= 18,000 

250,000 8% = 20,000 

500,000 10% = 50,000 

500,000 12% = 60,000 

1,000,000 14% = 140,000 

i,ood,ooo 16% = 160,000 

1,000,000 18% = 180,000 

3,000,000 20% = 600,000 

2,000,000 22% = 440,000 

25% 

Exemption of $SOfiOO is allowed in computing the net estate 
of a resident decedent before the taxes above set forth apply. 

The taxes imposed by the Revenue Act of 1918 or by the 
Revenue Act of 1916 as amended or by the Revenue Act of 1917, 
do not apply to the transfer of the net estate of any decedent 
who has died or may die while serving in the Military or Naval 
Forces of the United States in the present war or from injuries 
received or disease contracted while in such service, and any 
such tax collected upon such transfer shall be refunded to the 
Executor. 

Gross estate — how determined. 

The value of the gross estate of the decedent is determined 
by including the value at the time of his death of all 1 property, 
real and personal, tangible or intangible, wherever situated — 



ESTATE TAX— HOW GROSS IS DETERMINED 

(a) To the extent of the interest therein of the dece- 
dent at the time of his death which after his death is sub- 
ject to the payment of the charges against his estate and 
the expenses of its administration and is subject to distri- 
bution as part of his estate; 

(b) To the extent of any interest therein of the sur- 
viving spouse, existing at the time of the decedent's death 
as dower, courtesy, or by virtue of a statute creating an 
estate in lieu of dower or courtesy; 

(c) To the extent of any interest therein of which the 
decedent has at any time made a transfer, or with respect 
to which he has at any time created a trust, in contempla- 
tion of or intended to take effect in possession or enjoy- 
ment at or after his death (whether such transfer or trust 
is made or created before or after the passage of the Reve- 
nue Act of 1918), except in case of a bona fide sale for a 
fair consideration in money or money's worth. Any trans- 
fer of a material part of his property in the nature of a 
final disposition or distribution thereof, made by the dece- 
dent within two years prior to his death without such a 
consideration, shall, unless shown to the contrary, be 
deemed to have been made in contemplation of death with- 
in the meaning of this law; 

(d) To the extent of the interest therein held jointly 
or as tenants in the entirety by the decedent and any other 
person, or deposited in banks or other institutions in their 
joint names and payable to either or the survivor, except 
such part thereof as may be shown to have originally be- 
longed to such other person and never to have belonged 
to the decedent; 

(e) To the extent of any property passing under a 
general power of appointment exercised by the decedent 
(i) by will, or (2) by deed executed in contemplation of, 
or intended to take effect in possession or enjoyment at or 
after, his death, except in case of a bona fide sale for a 
fair consideration in money or money's worth ; and 

(f) To the extent of the amount receivable by the ex- 
ecutor as insurance under policies taken out by the dece- 
dent upon his own life; and to the extent of the excess 
over $40,000 of the amount receivable by all other bene- 
ficiaries as insurance under policies taken out by the 
decedent upon his own life. 
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For the purpose of this Act stock in a domestic corporation 
owned and held by a non-resident decedent, and the amount 
receivable as insurance upon the life of a non-resident decedent 
where the insurer is a domestic corporation, shall be deemed 
property within the United States, and any property of which 
the decedent has made a transfer or with respect to which he 
has created a trust, within the meaning of subdivision (c) shall 
be deemed to be situated in the United States, if so situated 
either at the time of the transfer or the creation of the trust, 
or at the time of the decedent's death. 

iVet estate — how determined. 

The value of the net estate shall be determined — 

(a) In the case of a resident^ by deducting from the value 
of the gross estate — 

(i) Such amounts for funeral expenses, administra- 
tion expenses, claims against the estate, unpaid mort- 
gages, losses incurred during the settlement of the estate 
arising from fires, storms, shipwreck, or other casualty, 
or from theft, when such losses are not compensated for 
by insurance or otherwise, and such amounts reasonably 
required and actually expended for the support during 
the settlement of the estate of those dependent upon the 
decedent, as are allowed by the laws of the jurisdiction, 
whether within or without the United States, under which 
the estate is being administered, but not including any 
income taxes upon income received after the death of the 
decedent, or any estate, succession, legacy, or inheritance 
taxes; 

(2) An amount equal to the value at the time of the 
decedent's death of any property, real, personal, or mixed, 
which can be identified as having been received by the 
decedent as a share in the estate of any person who died 
within five years prior to the death of the decedent, or 
which can be identified as having been acquired by the 
decedent in exchange for property so received, if an estate 
tax under the Revenue Act of 191 7 or under this Act was 
collected from such estate, and if such property is included 
in the decedent's gross estate ; 

(3) The amount of all bequests, legacies, devises, or 
gifts, to or for the use of the United States, any State, 
Territory, any political subdivision thereof, or the Dis- 
trict of Columbia, for exclusively public purposes, or to or 
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for the use of any corporation organized and operated 
exclusively for religious, charitable, scientific, literary, or 
educational purposes, including the encouragement of art 
and the prevention of cruelty to children or animals, no 
part of the net earnings of which inures to the benefit of 
any private stockholder or individual, or to a trustee or 
trustees exclusively for such religious, charitable, scien- 
tific, literary, or educational purposes. This deduction 
shall be made in case of the estates of all decedents who 
have died since December 31, 1917; and 

(4) An exemption of $50,000; 

(b) In the case of a non-resident, by deducting from the 
value of that part of his gross estate which at the time of 
his death is situated in the United States — 

(i) That proportion of the deductions specified in 
paragraph (i) of subdivision (a) of this section which 
the value of such part bears to the value of his entire 
gross estate, wherever situated, but in no case shall the 
amount so deducted exceed 10 per centum of the value 
of that part of his gross estate which at the time of his 
death is situated in the United States ; 

(2) The same as specified in paragraph 2 of subdivi- 
sion (a) above, if such property is included in that part 
of the decedent's gross estate which at the time of his 
death is situated in the United States. 

(3) The same as specified in paragraph 3 of subdi- 
vision (a) above, except that the bequests to corporations 
are limited to bequests to domestic corporations and be- 
quests to trustees exclusively for charitable, etc., purposes, 
are limited to bequests to trustees exclusively for char- 
itable, etc., purposes within the United States. 

No deductions shall be allowed in the case of a non-resident 
unless the executor includes in his return the value at the time 
of his death of that part of the gross estate of the non-resident 
not situated in the United States. 

In the case of any estate in respect to which the tax under 
existing law has been paid, if necessary to allow the benefit of 
the deduction under paragraph (3) of subdivision (a) or (b) 
the tax shall be redetermined and any excess of tax paid shall 
be refunded to the Executor. 
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Executor to give notice and file return. 

The Executor, within sixty days after qualifying as such 
or after coming into possession of any property of the decedent, 
whichever event first occurs, shall given written notice thereof 
to the collector. The Executor shall also, at such times and in 
such manner as may be required by regulations made pursuant 
to law, file a return with the collector. 

Return shall be made in all cases where the gross estate 
at the death of the decedent exceeds $50,000, and in the case of 
the estate of every non-resident any part of whose gross estate 
is situated in the United States. If the Executor is unable to 
make a complete return as to any part of the gross estate of the 
decedent, he shall include in his return a description of such 
part and the name of every person holding a legal or beneficial 
interest therein, and upon notice from the collector such person 
shall in like manner make a return as to such part of the gross 
estate. 

If no administration is granted upon the estate of a dece- 
dent, or if no return is filed or if a return contains a false or 
incorrect statement of a material fact, the collector or deputy 
collector shall make a return and the Commissioner shall assess 
the tax thereon. 

Payment of tax. 

The tax is due one year after the decedent's death; but in 
any case where the Commissioner finds that payment of the tax 
within one year after the decedent's death would impose undue 
hardship upon the estate, he may grant an extension of time 
for the payment of the tax for a period not to exceed three 
years from the due date. If the tax is not paid within one 
year and 180 days after the decedent's death, interest at the 
rate of 6 per centum per annum from the expiration of one 
year after the decedent's death shall be added as part of the tax. 

Delay determining tax. 

If for any reason the amount of the tax cannot be deter- 
mined arrangements can be made to pay a tentative amount. 

Receipts for tax. 

The collector shall grant to the person paying tax duplicate 
receipts. 

Tax payable out of estate. 

The purpose and intent of the Act is that so far as is prac- 
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ticable and unless otherwise directed by the will of the decedent 
the tax shall be paid out of the estate before its distribution. 

Definitions, 

"Executor" includes Administrator, and if there is no Ad- 
ministrator or Executor any person who takes possession of any 
property of the decedent. 

"Collector" means the Collector of Internal Revenue of the 
district in which was the domicile of the decedent at the time 
of his death, or if there was no such domicile in the United 
States, then the collector of the district in which is situated the 
part of the Gross estate in the United States, or if such part of 
the Gross estate is situated in more than one district then the 
Collector of Internal Revenue of such district as may be desig- 
nated by the Commissioner. 

Other provisions. 

The Statute contains provisions relating to transfers before 
death, the fact of non-payment of tax, penalties and other pro- 
visions concerning administration. 

STAMP TAXES 

Applying to Bonds, Stock, Notes, Sa*les, Etc. 
§§ 1100-1107 Revenue Act of 1918 

When the law took effect 

On and after April i, 1919. 

Who pays tax. 

The stamp tax is imposed upon the person or concern who 
makes, signs, issues, sells, removes, consigns or ships the instru- 
ments or articles set forth below or for whose use or benefit the 
same is done. 

Where to obtain stamps. 

At the Post Office in your locality. 

Collectors of Internal Revenue, U. S. depositaries and in some 
cases stationery and other stores will have a supply of stamps. 

How to cancel stamps. 

A person or concern using or affixing the stamp must write 
or stamp or cause to be written or stamped thereon his or its 
initials and the date. 
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The Commissioner of Internal Revenue is authorized to 
change or modify the manner of cancelling stamps. 

Bonds and certificates of indebtedness, 

Sc on each $ioo of face value or fraction thereof of bonds, 
debentures or certificates of indebtedness issued by any person, 
and all instruments however termed issued by any corporation, 
with interest coupons or in registered form, known generally 
as corporate securities. Every renewal is taxable as a new issue. 

If given in a penal sum greater than the debt secured, the 
tax is based upon the amount secured. 

Bonds — Indemnity and surety — Other bonds. 

On all bonds executed for indemnifying any person who 
shall have become bound or engaged as surety, and on all bonds 
executed for the due execution or performance of any contract, 
obligation or requirement, or the duties of any office or posi- 
tion, and to accoimt for money received by virtue thereof, and 
on all policies of guaranty and fidelity insurance, including poli- 
cies guaranteeing titles to real estate and mortgage guarantee 
policies, and on all other bonds of any description, made, issued, 
or executed, not otherwise provided for in this Act, except such 
as may be required in legal proceedings, 50 cents. 

Where a premium is charged for the issuance, execution, 
renewal or continuance of such bond, the tax is ic. on each 
dollar or fractional part thereof of the premium charged. Poli- 
cies of reinsurance are exempt from this tax. 

Capital stock — Original issue, 

Sc. on each $100 of face value or fraction thereof of each 
original issue, whether on organization or reorganisation, of 
certificates of stock, or profits or of interest in property or 
accumulations by any corporation. 

Where capital stock is issued without face value, the tax is 
Sc. per share, unless the actual value is in excess of $100 per 
share, in which case the tax is Sc on each $100 of actual value 
or fraction thereof. 

The stamps must be attached to the stock books and not to 
the certificates issued. 

Capit€d stock — Sales or transfers, 

2c. on each $100 of face value or fraction thereof on all sales, 
or agreements to sell, or memoranda of sales or deliveries of, 
or transfers of legal title to shares or certificates (of stock or of 
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profits or of interest in property or accumulations) in any corpo- 
ration, or to rights to subscribe for or to receive such shares 
or certificates, whether made upon or shown by the books of the 
corporation, or by any assignment in blank, or by any delivery, 
or by any paper or agreement or memorandum or other evidence 
of transfer or sale, whether entitling the holder in any manner 
to the benefit of such stock, interest, or rights, or not. 

Where such shares are without par or face value, the tax 
shall be 2 cents on the transfer or sale or agreement to sell on 
each share, unless the actual value thereof is in excess of $icxD 
per share, in which case the tax shall be 2 cents on each $100 
of actual value or fraction thereof. 

No tax is imposed upon an agreement evidencing a deposit 
of certificates as collateral security for money loaned thereon, 
which certificates are not actually sold, nor upon the delivery 
or transfer for such purpose of certificates so deposited. No 
tax is imposed upon deliveries or transfers to a broker for sale, 
nor upon deliveries or transfers by a broker to a customer for 
whom and upon whose order he has purchased same, but such 
deliveries or transfers shall be accompanied by a certificate 
setting forth the facts. 

In case of sale where the evidence of transfer is shown only 
by the books of the corporation the stamp shall be placed upon 
such books; and where the change of ownership is by transfer 
of the certificate the stamp shall be placed upon the certificate. 
In cases of an agreement to sell or where the transfer is by 
delivery of the certificate assigned in blank there shall be made 
and delivered by the seller to the buyer a bill or memorandum 
of such sale, to which the stamp shall be affixed ; and every bill 
or memorandum of sale or agreement to sell before mentioned 
shall show the date thereof, the name of the seller, the amount 
of the sale, and the matter or thing to which it refers. 

Proxies. 

Proxy for voting at any election for officers, or meeting for 
the transaction of business, of any corporation except religious, 
educational, charitable, fraternal, or literary societies, or public 
cemeteries, 10 cents. 

Powers of attorney. 

Power of attorney granting authority to do or perform some 
act for or in behalf of the grantor, which authority is not other- 
wise vested in the grantee, 25 cents. 
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No stamps are reqtdred upon any papers necessary to be 
used for the collection of claims from the United States or from 
any State for pensions, back pay, bounty, or for property lost 
in the military or naval service or upon powers of attorney 
required in bankruptcy cases. 

Deeds and conveyances. 

Deed, instrument, or writing, whereby any lands, tenements, 
or other realty sold shall be granted, assigned, transferred, or 
otherwise conveyed to, or vested in the purchaser, or any other 
person by his direction, when the consideration or value of the 
interest or property conveyed, exclusive of the value of any 
lien or encumbrance remaining thereon at the time of sale ex- 
ceeds $100 and does not exceed $500, 50 cents; and for each 
additional $500 or fractional part thereof, 50 cents. Does not 
apply to any instrument or writing given to secure a debt. 

Drafts and promissory notes. 

Drafts or checks (payable otherwise than at sight or on 
demand) upon their acceptance or delivery within the United 
States whichever is prior, promissory notes, except bank notes 
issued for circulation, and for each renewal of the same, for a 
sum not exceeding $100, 2 cents; and for each additional $100 
or fractional part thereof, 2 cents. 

No stamps are required upon a promissory note secured by 
the pledge of bonds or obligations of the United States issued 
after April 24, 1917, or secured by the pledge of a promissory 
note which itself is secured by the pledge of such bonds or 
obligations: Provided, that in either case 9ie par value of such 
bonds or obligations shall be not less than the amoimt of such 
note. 

Custom-house entry. 

Entry of any merchandise at any custom-house, either for 
consumption or warehousing, not exceeding $100 in value, 25 
cents ; exceeding $100 and not exceeding $500 in value, 50 cents ; 
exceeding $500 in value, $1. 

Entry for withdrawal of any goods or merchandise from 
customs bonded warehouse, 50 cents. 

Sales on exchanges and boards of trade. 

Upon each sale, agreement of sale, or agreement to sell (not 
including so-called transferred or scratch sales), aa^ ^^c>!^^^<e^ 
or merchandise at or under the ru\es ot -yi^^<^<& ol -assJi tssw^KSs;^^ 
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or board of trade, or other similar place, for future delivery, 2 
cents for each $100 in value and 2 cents for each additional $100 
or fractional part thereof in excess of $100. 

In each case the seller must deliver to the buyer a bill or 
other evidence of such sale, agreement of sale, or agreement to 
sell, showing the date thereof, the name of the seller, the amount 
of the sale and the matter to which it refers and to which the 
proper tax stamps must be affixed. 

Sellers of commodities having paid the tax, may transfer such 
contract to a clearing house corporation or association, and such 
transfer shall not be deemed to be a sale, or agreement of sale, 
or an agreement to sell. Such transfer, however, must not vest 
any beneficial interest in such clearing house association, but 
must be made for the sole purpose of enabling such clearing 
house association to adjust and balance the accounts of the 
members thereof on their several contracts. 

Cash sales of products of merchandise for immediate or 
prompt delivery which in good faith are actually intended to be 
delivered are not taxable. 

Parcel post packages. 

Upon every parcel or package transported from one point 
in the United States to another by parcel post on which the 
postage amounts to 25 cents or more, a tax of i cent for each 
25 cents or fractional part thereof charged for such transporta- 
tion, to be paid by the consignor. 

Passage tickets. 

Passage ticket, one way or round trip, for each passenger, 
sold or issued in the United States for passage by any vessel to 
a port or place not in the United States, Canada, or Mexico, if 
costing not exceeding $30, $1 ; costing more than $30 and not 
exceeding $60, $3; costing more than $60, $5. Those costing 
$10 or less are not taxed. 

Playing cards. 

Upon every pack of playing cards containing not more than 
54 cards, manufactured or imported, and sold, or removed for 
consumption or sale, a tax of 8 cents per pack. 

Where contracts with dealers have heretofore been entered 
into the vendees in certain cases may be required to pay the tax. 
See page 90. 

Exempt instruments. 

No tax is imposed on any instrument issued by the United 
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States, or by any foreign government, or by any State, Territory, 
or the District of Columbia, or local subdivision thereof, or 
municipal or other corporation exercising the taxing power; or 
any bond of indemnity required to be filed by any person to 
secure payment of any pension allowance, allotment relief or 
insurance by the United States; or stocks and bonds issued by 
co-operative building and loan associations which are organized 
and operated exclusively for the benefit of their members and 
make loans only to their shareholders, or by mutual ditch or 
irrigating companies. 

Policies issued by foreign insurance company. 

On each policy of insurance, or certificate, binder, covering, 
note, memorandum, cablegram, letter, or other instrument by 
whatever name called whereby insurance is made or renewed 
upon property within the United States (including rents and 
profits) against peril by sea or on inland waters or in transit 
on land (including transshipments and storage at termini or 
way points) or by fire, lightning, tornado, wind-storm, bombard- 
ment, invasion, insurrection or riot, issued to or for or in the 
name of a domestic corporation or partnership or an individual 
resident of the United States by any foreign corporation or 
partnership or any individual not a resident of the United States, 
when such policy or other instrument is not signed or counter- 
signed by an officer or agent of the insurer in a State, Territory, 
or district of the United States within which such insurer is 
authorized to do business, a tax of 3 cents on each dollar or frac- 
tional part thereof of the premium charged : Provided, that poli- 
cies of reinsurance shall be exempt from the tax imposed by this 
subdivision. 

The insured or his broker or solicitor must affix the tax 
stamps. 

Penalties. 

Penalties are imposed for failure to affix and cancel stamps 
and for accepting unstamped instruments; for sending articles 
by parcel post without paying the tax and for many other 
specified evasions of the Act. 
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OCCUPATIONAL TAXES 

APPLYING TO BROKERS, THEATRES, TOBACCO 

MANUFACTURERS, ETC. 

§§ icx)i-ioo9 Revenue Act of 1918 

When tax took effect. 

The following Special taxes must be paid on and after Jan- 
uary I, 1919. 

Brokers. 

$50. Every person whose business it is to negotiate pur- 
chases or sales of stocks, bonds, exchange, bullion, coined money, 
bank notes, promissory notes, other securities, produce or mer- 
chandise, for others shall be regarded as a broker. If a broker 
is a member of a stock exchange, produce exchange, board of 
trade, or similar organization, where produce or merchandise is 
sold, he shall pay an additional amount as follows : If the aver- 
age value, during die preceding year ending June 30, of a seat 
or membership in such exchange or organization was $2,000 or 
more but not more than $5,000, $100; if such value was more 
than $5,000, $150. 

Ship brokers. 

$50. Every person whose business it is as a broker to nego- 
tiate freights and other business for the owners of vessels, or 
for the shippers or consignors or consignees of freight carried 
by vessels, shall be regarded as a ship broker. 

Customhouse brokers. 

$50. Every person whose occupation it is, as the agent of 
others, to arrange entries and other customhouse papers, or 
transact business at any port of entry relating to the importa- 
tion or exportation of goods, wares, or merchandise, shall be 
regarded as a customhouse broker. 

Theatres, museums and concert halls. 

Proprietors of theatres, museums and concert halls accord- 
ing to the seating capacity as follows: 

250 or less, $50. 500 to 800, $150. 

250 to 500, $100. Over 800, $200. J 
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Includes every edifice used for the purpose of dramatic or 
operatic or other representations, plays or performances where 
a charge for admission is made. Halls and armories, rented or 
used occasionally for concerts or theatrical representations, and 
edifices owned by religious, educational or charitable institu- 
tions, societies or organizations, where all the proceeds from 
admissions inure exclusively to the benefit of such institutions, 
societies or organizations or exclusively to the benefit of per- 
sons in the military or naval forces of the United States, are not 
included. If the edifice is under lease at the time the tax is due 
the tax shall be paid by the lessee unless otherwise stipulated 
between the parties to the lease. 

In cities, towns or villages of S,ooo inhabitants or less, the 
tax shall be at j54 the above rates. 

Public exhibitions. 

Proprietors or agents of all public exhibitions or shows for 
money, other than circuses, $15. The special tax must be paid 
for each territory or state (including the District of Columbia) 
within which the exhibitions are held. Chatauquas, lecture ly- 
ceums, agricultural or industrial fairs, or exhibitions held under 
the auspices of religious or charitable associations are not in- 
cluded. 

An aggregation of entertainments known as a street fair 
shall not pay a larger tax than $100 in any state, territory or the 
District of Columbia. 

Bawling alleys and billiard rooms. 

Proprietors shall pay $10 for each alley or table. Includes 
every building or place where bowls are thrown or where games 
of billiards or pool are played, except in private homes. 

Sh€>oting galleries. 

Proprietors of shooting galleries, $20. Every building, 
space, tent, or area, where a charge is made for the discharge of 
firearms at any form of target shall be regarded as a shooting 
gallery. 

Riding academies* 

Proprietors of riding academies, $100. Every building, space, 
tent, or area, where a charge is made for instruction in horse- 
manship or for facilities for the practice of horsemanship shall 
be regarded as a riding academy. 
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Automobiles for hire. 

Persons carrying on the business of operating or renting 
passenger automobiles for hire shall pay $io for each such auto- 
mobile having a seating capacity of more than two and not more 
than seven, and $20 for each such automobile having a seating 
capacity of more than seven. 

Tobacco manufacturers. 

This tax is based on the annual sales for the preceding 
year ending June 30. 

Manufacturers of tobacco according to annual sales: 

50,000 lbs. or less $ 6 Over 200,000 $24 and i6c. per 

50,000 to 100,000 $12 1000 lbs. or fraction thereof in 

100,000 to 200,000 $24 respect to the excess over 200,- 

000 lbs. 

Manufacturers of cigars according to annual sales : 

50,000 cigars or less $ 4 Over 400,000 $24 and loc. per 

50,000 to 100,000 $ 6 1000 or fraction thereof in re- 

100,000 to 200,000 $12 spect to the excess over 400,000 

200,000 to 400,000 $24 cigars. 

Manufacturers of cigarettes, including small cigars weigh- 
ing not more than three pounds per thousand, shall pay at the 
rate of 6 cents for every 10,000 cigarettes or fraction thereof. 

Manufacturers who manufacture more than one of the above 
classes of tobacco shall for the purpose of arriving at the amount 
of the tax be deemed a manufacturer of each class separately. 

Penalty. 

Carrying on business without paying the tax is punishable 
by fine not exceeding $1,000 or by not more than one year im- 
prisonment or both in addition to liability for the tax. 

Opium or coca leaves. 

Upon opium, coca leaves, any compound, salt derivative, or 
preparation thereof, produced in or imported into the United 
States, and sold, or removed for consumption or sale, there 
is imposed an internal revenue tax at the rate of i cent per otmce, 
and any fraction of an oimce in a package shall be taxed as an 
ounce, such tax to be paid by the importer, manufacturer, pro- 
ducer, or compounder thereof, and to be represented by appro- 
priate stamps, to be provided by the Commissioner of Internal 
Revenue, with the approval of the Secretary of the Treasury; 
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and the stamps herein provided shall be so affixed to the bottle 
or other container as to securely seal the stopper, covering, or 
wrapper thereof. 

This tax shall be in addition to any import duty imposed 
on the aforesaid drugs. 

On or before July ist of each year every person who imports, 
manufactures, produces, compounds, sells, deals in, dispenses, 
or gives away opium or coca leaves, or any compounds, manu- 
facture, salt, derivative, or preparation thereof, shall register 
with the collector of internal revenue of the district his name 
or style, place of business and place or places where such busi- 
ness is to be carried on and pay the special taxes hereinafter 
provided. 

Every person who first engages in any of such activities 
after the passage of the Revenue Act of 1918, shall immedi- 
ately make like registration and pay the proportionate part of 
the tax for the period ending on the following June 30th. 

Importers, manufacturers, producers, or compounders, $24 
per annum; wholesale dealers, $12 per annum; retail dealers, 
$6 per annum; physicians, dentists, veterinary surgeons, and 
other practitioners lawfully entitled to distribute, dispense, give 
away, or administer any of the aforesaid drugs to patients upon 
whom they in the course of their professional practice are in at- 
tendance, shall pay $3 per annum. 

Other provisions relate to stamping of packages, cancellation 
of stamps, records to be kept, returns to be made, penalties, etc. 
The Act also exempts from its provisions preparations and reme- 
dies containing a limited quantity of such drugs. 

Other occupations — owners of yachts, etc. 

Pawnbrokers, proprietors of circuses, brewers, distillers, 
liquor dealers, etc., owners of yachts and pleasure boats, not 
mentioned in above list, are also taxed under this act. 
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PUBLIC FACILITIES TAX 

§§ 500-502, Revenue Act of 1918 

When law took effect. 

From and after April i, 1919, taxes on public facilities are 
imposed as described below. 

Who pays tax. 

These taxes are to be paid by those paying for the services 
or facilities furnished. 

Who collects tax — Returns to be filed. 

Those receiving payments below referred to must collect 
the tax from those making such payments, and make monthly 
returns under oath, in duplicate, and pay the taxes to the col- 
lector of internal revenue of the district in which the principal 
office or place of business is located. 

Without assessment by the Commissioner or notice from 
the collector, the tax is due and payable to the collector at the 
time so fixed for filing the return. If the tax is not paid when 
due, there will be added as part of the tax a penalty of 5% and 
interest at the rate of 1% for each full month, from the time 
when the tax became due. 

Freight charges. 

3% of the amount paid for the transportation by rail or 
water or by any form of mechanical motor power when in com- 
petition with carriers by rail or water, of property by freight 
transported from one point in the United States to another; 
and a like tax on the amount paid for such transportation with- 
in the United States of property transported from a point with- 
out the United States to a point within the United States. 

Express charges. 

I cent for each 20 cents or fraction thereof of the amount 
paid to any person for the transportation, by rail or water or 
by any form of mechanical motor power when in competition 
with express by rail or water, of any package, parcel or ship- 
ment, by express, transported from one point in the United 
States to another; and a like tax on the amount paid for such 
transportation within the United States of property transported 
from a point without the United States to a point within the 
United States. 
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Tax itot applicable — When. 

No tax is imposed upon any payment received for services 
rendered to the United States or to any State or Territory or the 
District of Columbia. 

Other provisions. 

Other provisions apply to passenger fares, parlor car seats, 
oil pipe lines, telegraph and telephone messages, mileage books 
and to the transportation of commodities owned by carriers or 
used by them in the conduct of their business. 

Insurance policies. 

From and after April i, 1919, the following taxes are im- 
posed on the issuance of insurance policies, including, in the 
case of policies issued outside the United States (except those 
subject to stamp tax), their delivery within the United States 
by any agent or broker, whether acting for the insurer or the 
insured; such taxes to be paid by the insurer, or by such agent 
or broker : 

(A) Life Insurance: A tax of 8 cents on each $100 or 
fractional part thereof of the amount of insurance. If not 
in excess of $500, and issued on the industrial or weekly 
or monthly payment plan of insurance, the tax is 40% of 
the amount of the first weekly premium or 20% of the 
amount of the first monthly premium, as the case may be. 
On policies of group life insurance, covering groups of 
not less than 25 lives in the employ of the same person, 
. for the benefit of persons other than the employer, the tax 
is 4 cents on each $100 of the aggregate amount for which 
the group policy is issued and of any net increase in the 
amount of the insurance under such policy. On all poli- 
cies covering life, health, and accident insurance combined 
in one policy not in excess of $500, issued on the indus- 
trial, or weekly or monthly payment plan of insurance, 
the tax is 40% of the amount of the first weekly premium 
or 20% of the amount of the first monthly premium, as 
the case may be ; 

(6) Marine^ inUmd, and fire insurtmce: A tax of I 
cent on each dollar or fractional part thereof of the pre- 
mium charged for insurance made or renewed upon prop- 
erty of any description (including rents or profits), 
whether against peril by sea or inland waters, or by fire 
or lightning, or other peril ; 
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(C) Casualty insurance: A tax of I cent on each 
dollar or fractional part thereof of the premium charged 
under each policy of insurance or obligation of the nature 
of indemnity for loss, damage, or liability (except bonds 
and policies taxable under the stamp tax law) issued or 
executed or renewed by any person transacting the busi- 
ness of employer's liability, workmen's compensation, ac- 
cident, health, tornado, plate glass, steam boiler, elevator, 
burglary, automatic sprinkler, automobile, or other branch 
of insurance (except life insurance, and insurance de- 
scribed and taxed above). In case of policies of insur- 
ance issued on the industrial or weekly or monthly pay- 
ment plan the tax is 40% of the amount of the first weekly 
premium, or 20% of the amount of the first monthly pre- 
mium, as the case may be ; 

(D) Policies issued by any corporation whose income 
is exempt from taxation under the income tax law and 
policies of reinsurance, are exempt from the taxes above 
described. 

Returns — Who must make. 

Every person issuing taxable policies of insurance must make 
monthly returns under oath, in duplicate, and pay such tax to 
the collector of the district in which the principal office or place 
of business of such person is located. 
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EXCISE TAX 

§§ 900906 Revenue Act of 1918 

When tax took effect. 

This tax became effective on February 25, 1919, the day 
following the passage of the Revenue Act of 1918, except as 
stated below. 

Manufacturer or importer to pay tax. 

Upon the following articles sold or leased by the manu- 
facturer, producer, or importer, a tax is imposed equivalent to 
the following percentages of the price for which so sold or 
leased : 

(i) Automobile trucks and automobile wagons (in- 
cluding tires, inner tubes, parts and accessories therefor, 
sold on or in connection therewith or with the sale there- 
of), 3%. 

(2) Other automobiles and motorcycles (including 
tires, inner tubes, parts and accessories therefor, sold on 
or in connection therewith or with the sale thereof), ex- 
cept tractors, 5%. 

(3) Tires^ inner tubes, parts, or accessories, for any 
of the articles enumerated in subdivision (i) or (2) sold 
to any person other than a manufacturer or producer of 
any of the articles enumerated in subdivision (i) or (2), 

(4) Pianos^ organs (other than pipe organs), piano 
players, graphophones, phonographs, talking machines, 
music boxes, and records used in connection with any 
musical instrument, piano player, graphophone, phono- 
graph, or talking machine, 5%. 

(5) Tennis rackets^ nets, racket covers and presses, 
skates, snowshoes, skis, toboggans, canoe paddles and 
cushions, polo mallets, baseball bats, gloves, masks, pro- 
tectors, shoes and uniforms, football helmets, harness and 
goals, basketball goals and uniforms, golf bags and clubs, 
lacrosse sticks, balls of all kinds, including baseballs, foot- 
balls, tennis, golf, lacrosse, billiard and pool balls, fishing 
rods and reels, billiard and pool tables, chess and checker 
boards and pieces, dice, games and parts of games (except 
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playing cards and children's toys and games), and all 
similar articles commonly or commercially known afi 
sporting goods, io%. 

(6) Chewing gum or substitutes therefor, 3%. 

(7) Cameras^ weighing not more than 100 poimds, 
10%. 

(8) Photographic films and plates, other than moving 
picture films, 5%. 

(9) Candy, 5%. 

( 10) Firearms, shells, and cartridges, except those sold 
for the use of the United States, any State, Territory or 
possession of the United States, any political subdivision 
thereof, the District of Columbia, or any foreign country 
while engaged against the German Government in the re- 
cent war, 10%. 

(11) Hunting and Bowie knives, 10%. 

(12) Dirk knives, daggers, sword canes, stilettos, and 
brass or metallic knuckles, 100%. 

(13) Portable electric fans, 5%. 

(14) Thermos and thermostatic bottles, carafes, jugs, 
or other thermostatic containers, 5%. 

(15) Cigar or cigarette holders and pipes, composed 

wholly or in part of meerschaum or amber, humidors, and 
smoking stands, 10%. 

(16) Automatic slot-device vending machines, 5%, 
and automatic slot-device weighing machines, 10%; if 
the manufacturer, producer, or importer of any such ma- 
chine operates it for profit, he shall pay a tax in respect 
to each such machine put into operation equivalent to 
5% of its fair market value in the case of a vending ma- 
chine, and 10% of its fair market value in the case of a 
weighing machine. 

(17) Liveries and livery boots and hats, 10%. 

(18) Hunting and shooting garments and riding 

habits, 10%. 

( 19) Articles made of fur, on the hide or pdt of which 
any such fur is the component material of chief value, 
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(20) Yachts and motor boats not designed for trade, 
fishing, or national defense ; and pleasure boats and pleas- 
ure canoes if sold for more than $15, 10%. 

(21) Toilet soaps and toilet soap powders, 3%. 

If any manufacturer, producer, or importer of any of the 
articles envmierated above customarily sells such articles both 
at wholesale and at retail, the tax in the case of any article sold 
by him at retail will be computed on the price for which like arti- 
cles are sold by him at wholesale. 

Articles sold at less than market price. 

If any person manufactures, produces or imports any article 
above enumerated, or leases or licenses for exhibition any posi- 
tive motion-picture film containing a picture ready for pro- 
jection, and, whether through any agreement, arrangement, or 
understanding, or otherwise, sells, leases or licenses such article 
at less than tihe fair market price obtainable therefor, either (a) 
in such manner as directly or indirectly to benefit such person 
or any person directly or indirectly interested in the business of 
such person, or (b) with intent to cause such benefit, the amount 
for which such article is sold, leased or licensed shall be taken 
to be the amount which would have been received from the sale, 
lease or license of such article if sold, leased or licensed at the 
fair market price. 

Sculpture^ paintings^ etc. 

Upon sculpture, paintings, statuary, art porcelains and 
bronzes, sold by any person other than the artist, there must be 
paid a tax equivalent to 10% of the price for which so sold. 
This tax does not apply to the sale of any such article to an 
educational institution or public art museum. 

Motion picture films — Leasing or licensing. 

On and after the first day of May, 1919, any person engaged 
in the business of leasing or licensing for exhibition positive 
motion-picture films containing pictures ready for projection 
shall pay monthly an excise tax in respect to carrying on such 
business equal to 5 per centum of the total rentals earned from 
each such lease or license during the preceding month. If a 
person owning such a film exhibits it for profit he shall pay a 
tax equivialent to 5 per centum of the fair rental or license value 
of such film at the time and place where and for the period 
during which exhibited. If any such person has, prior iCk ^^^^xss.- 
ber 6, 1918, made a bona fide cotvlT^.cX \qVScL -ass^ ^^x^^s«i. Hsst *^ssft. 



EXCISE TAXES — JEWELRY AND TRUNKS 

lease or licensing, after the tax imposed by this law takes effect, 
of such a film for exhibition for profit, and if such contract does 
not permit the adding of the whole of the tax imposed by this 
law to the amount to be paid under such contract, then the lessee 
or licensee shall, in lieu of the lessor or licensor, pay so much 
of such tax as is not so permitted to be added to the contract 
price. 

Returns to be filed and taxes paid — When. 

Every person liable for any of the above taxes shall make 
monthly returns under oath in duplicate and pay said taxes to 
the collector for the district in which is located the principal 
place of business. 

The tax shall, without assessment by the Commissioner or 
notice from the collector, be due and payable to the collector 
at the time so fixed for filing the return. If the tax is not paid 
when due, there shall be added as part of the tax a penalty of 
5%, together with interest at the rate of i per centtim for each 
full month, from the time when the tax became due. 

Jewelry. 

On and after April i, 1919, there must be paid upon all 
articles commonly or commercially known as jewelry, whether 
real or imitation; pearls, precious and semi-precious stones, and 
imitations thereof; articles made of, or ornamented, mounted or 
fitted with precious metals or imitations thereof or ivory (not 
including surgical instruments) ; watches; clocks; opera glasses; 
lorgnettes; marine glasses; field glasses; and binoculars; upon 
any of the above when sold by or for a dealer or his estate for 
consumption or use, a tax equivalent to 5% of the price for 
which so sold. 

CarpetSf trunks^ men*s and women* s furnishings^ etc. 

On and after May i, 1919, there must be paid a tax equiva- 
lent to 10% of so much of the amount paid for any of the follow- 
ing articles as is in excess of the price hereinafter specified as 
to each such article, when such article is sold by or for a dealer 
or his estate on or after such date for consumption or use — 

( 1 ) Carpets and rugs, including fiber, except imported 
and American rugs made principally of wool, on the 
amount in excess of $5 per square yard. 

(2) Picture frames, on the amount in excess of $10 
each. 
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EXCISE TAXES— VARIOUS ARTICLES 

(3) Trunks, on the amount in excess of $50 each. 

(4) Valises, traveling bags, suit cases, hat boxes used 
by travelers, and fitted toilet cases, on the amount in ex- 
cess of $25 each. 

(5) Purses, pocketbooks, shopping and hand bags, on 
the amount in excess of $7.50 each. 

(6) Portable lighting fixtures, including lamps of all 
kinds and lamp shades, on the amount in excess of $25 
each. 

(7) Umbrellas, parasols, and sun shades, on the 
amount in excess of $4 each. 

(8) Fans, on the amount in excess of $1 each. 

(9) House or smoking coats or jackets, and bath or 
lounging robes, on the amount in excess of $7.50 each. 

(10) Men's waistcoats, sold separately from suits, on 
the amount in excess of $5 each. 

(11) Women's and misses' hats, bonnets, and hoods, 
on the amount in excess of $15 each. 

(12) Men's and boys' hats, on the amount in excess 
of $5 each. 

(13) Men's and boys' caps, on the amount in excess 
of $2 each. 

(14) Men's, women's, misses' and boys' boots, shoes, 
pumps and slippers, not including shoes or appliances 
made to order for any person having a crippled or de- 
formed foot or ankle, on the amount in excess of $10 per 
pair. 

(15) Men's and boys' neckties and neckwear, on the 
amount in excess of $2 each. 

(16) Men's and boys' silk stockings or hose, on the 
amount in excess of $1 per pair. 

(17) Women's and misses' silk stockings or hose, on 
the amount in excess of $2 per pair. 

(18) Men's shirts, on the amount in excess of $3 each. 

(19) Men's, women's, misses' and boys' pajamas, 
night gowns and underwear, on the amount in excess of 
$5 each; and 

(20) Kimonos, petticoats and waists, on the amount 
in excess of $15 each. 
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EXCISE TAXES— PERFUMES, POWDERS 

The foregoing tax does not apply ( i ) to any article enumer- 
ated in paragraphs (2) to (8) both inclusive, if such article is 
made of or ornamented, mounted, or fitted with, precious metals 
or imitations thereof or ivory, or (2) to any article made of fur 
on the hide or pelt, or of which any such fur is the component 
material of chief value, or to (3) liveries and livery boots and 
hats, hunting and shooting garments and riding habits. 

Returns to be filed and taxes paid — When. 

The taxes shall be paid by the purchaser to the vendor at 
the time of the sale and shall be collected, returned, and paid 
to the United States by such vendor, who shall make monthly 
returns under oath, in duplicate and pay the taxes so collected, 
to the Collector of Internal Revenue of the district in which 
the principal office and place of business is located. 

PerfumeSf toilet waters^ pills^ powders^ etc. 

On and after May i, 1919, there must be paid a tax of i 
cent for each 25 cents or fraction thereof of the amount paid for 
any of the following articles when sold by or for a dealer or his 
estate on or after such date for consumption or use: 

(i) Perfumes, essences, extracts, toilet waters, cos- 
metics, petroleum jellies, hair oils, pomades, hair dress- 
ings, hair restoratives, hair dyes, tooth and mouth washes, 
dentifrices, tooth pastes, aromatic cachous, toilet powders 
(other than soap powders), or any similar substance, ar- 
ticle, or preparation by whatsoever name known or distin- 
guished, any of the above which are used or applied or 
intended to be used or applied for toilet purposes; 

(2) Pills, tablets, powders, tinctures, troches or loz- 
enges, sirups, medicinal cordials or bitters, anodynes, 
tonics, plasters, liniments, salves, ointments, pastes, drops, 
waters (except those taxed under the tax on Beverages, 
etc.), essences, spirits, oils, and other medicinal prepara- 
tions, compounds, or compositions (not including serums 
and antitoxins), upon the amount paid for any of the 
above as to which the manufacturer or producer claims 
to have any private formula, secret, or occult art for 
making or preparing the same, or has or claims to have 
any exclusive right or title to the making or preparing 
the same, or which are prepared, uttered, vended, or ex- 
posed for sale under any letters patent, or trade-mark, or 
which (if prepared by any formula, published or unpub- 
Yishtd) are held out or recommended to the public by the 
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makers, vendors, or proprietors thereof as proprietary 
medicines or medicinal proprietary articles or prepara- 
tions, or as remedies or specifics for any disease, diseases, 
or affection whatever affecting the human or animal 
body: Provided, that the provisions of this section shall 
not apply to the sale of vaccines and bacterines which are 
not advertised to the general lay public, nor to the sale 
by a physician in personal attendance upon a patient of 
medicinal preparations not so advertised. 

These taxes are to be collected either (i) by stamp affixed 
to such article by the vendor, the cost of which shall be reim- 
bursed to the vendor by the purchaser; or (2) by payment to 
the vendor by the purchaser at the time of the sale, the taxes 
so collected being returned and paid to the United States by 
such vendor. 

Vendee to pay taxes — When, 

In cases of certain contracts heretofore entered into with 
dealers the vendee may be required to pay the tax. See page 
90 for a description of the statute on this subject. This pro- 
vision does not apply to the tax relating to the leasing or licens- 
ing of motion-picture films. 

Exports. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 

TAX ON BEVERAGES, PERFUMES 

§§ 600-630 Revenue Act of 1918 

Perfumes, 

There is imposed upon all perfumes imported after February 
24, 1919, containing distilled spirits a tax of $1.10 per wine gal- 
lon, to be collected by the Collector of Customs. 

Cereal heverageSf soft drinksy mineral waters^ etc. 

Upon all beverages derived wholly or in part from cereals 
or substitutes therefor, and containing less than J4% of alcohol, 
sold by the manufacturer, producer, or importer, in bottles or 
other closed containers, a tax of 15% of the price for which so 
sold; and upon all un fermented grape juice, ginger ale, root 
beer, sarsaparilla, pop, artificial mineral waters (carbonated or 
not csirbonattd) , other carbonated Yi^\.^t?» oxXi^N^x'^'^^^^'asN.^^'^^ 
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soft drinks, sold by the manufacturer, producer, or importer, in 
bottles or other closed containers, a tax of io% of the price for 
which so sold. 

Upon all natural mineral waters or table waters, sold by the 
producer, bottler, or importer thereof, in bottles or other closed 
containers, at over lo cents per gallon, a tax of 2 cents per gallon. 

Monthly returns by manufacturer ^ bottler or importer. 

Each manufacturer, producer, bottler, or importer must make 
monthly returns under oath in duplicate and pay the taxes im- 
posed to the collector for the district in which is located his prin- 
cipal place of business. 

The tax is due and payable to the collector at the time fixed 
for filing the return. If the tax is not paid when due, there will 
be added as part of the tax a penalty of 5% and interest at the 
rate of 1% for each full month, from the time when the tax 
became due. 

Ice cream, ice cream sodas, sundaes, etc. 

On and after May i, 1919, there must be paid a tax of i cent 
for each 10 cents or fraction thereof of the amount paid to any 
person conducting a soda fountain, ice-cream parlor, or other 
similar place of business, for drinks commonly known as soft 
drinks, compounded or mixed at such place of business, or for 
ice cream, ice cream sodas, sundaes, or other similar articles of 
food or drink, when any of the above are sold on or after such 
date for consumption in or in proximity to such place of busi- 
ness. Such tax must be paid by the purchaser to the vendor at the 
time of the sale and will be collected, returned, and paid to the 
United States by such vendor, who shall make monthly returns 
under oath, in duplicate, and pay the taxes so collected to. the 
Collector of the district in which the principal office or place of 
business is located. 

Vendee to pay taxes — When. 

If any person has prior to May 9, 1917, made a bona fide 
contract with a dealer for the sale or lease, after the tax takes 
effect, of any article in respect to which a tax is imposed, as 
above stated, and if such contract does not permit the adding of 
the whole of such tax to the amount to be paid under such con- 
tract, then the vendee or lessee must, in lieu of the vendor or 
lessor, pay so much of such tax as is not so permitted to be 
added to the contract price. If a contract of the character above 
described was made with any person other than a dealer, the tax 
collected under this law shall be the tax in force on May 9, 1917. 
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If any person has prior to September 3, 1918, made a bona 
fide contract with a dealer for the sale or lease, after the tax 
takes eflFect, of any article in respect to which a tax is imposed 
as above stated, and in respect to which no corresponding tax 
was imposed by the Revenue Act of 191 7, and such contract 
does not permit the adding, to the amount to be paid under 
such contract, of the whole of the tax imposed by this law, then 
the vendee or lessee must, in lieu of the vendor or lessor, pay so 
much of the tax imposed by this law, as is not so permitted to 
be added to the contract price. If a contract of the character 
above described was made with any person other than a dealer, 
no tax shall be collected under this law. 

If any person has prior to September 3, 1918, made a bona 
fide contract with a dealer for the sale or lease, after the tax 
takes effect, of any article in respect to which a tax is imposed, 
as above stated, and in respect to which a corresponding tax 
was imposed by the Revenue Act of 191 7, and such contract 
does not permit the adding, to the amount to be paid under 
such contract, of the whole of the difference between such tax 
and corresponding tax imposed by the Revenue Act of 1917, 
then the vendee or lessee must, in lieu of the vendor or lessor, 
pay so much of such difference as is not so permitted to be added 
to the contract price. If a contract of the character above de- 
scribed was made with any person other than a dealer, the tax 
collected under this law shall be the tax in force on Septem- 
ber 3, 1918. 

The taxes payable by the vendee or lessee must be paid to 
the vendor or lessor at the time the sale or lease is consum- 
mated, and collected, returned, and paid to the United States 
by such vendor or lessor who must make monthly returns, under 
oath, in duplicate and pay the taxes collected to the Collector 
of Internal Revenue for his district. 

The term "dealer" includes a vendee who purchases any 
article with intent to use it in the manufacture or production 
of another article intended for sale. 

Exporis. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 

Distilled spiritSj toines, etc. 

This act provides for taxes on distilled spirits, wines, etc., 
but in view of the recent constitutional amendment, a summary 
of these taxes is not given. 

91 



TOBACCO TAXES— CIGARS, CIGARETTES 



TAX ON CIGARS, TOBACCO AND MANUFACTURES 

§§ 700704 Revenue Act of 1918 

When tax took effect. 

These taxes became effective on February 25, 1919, the day 
following the passage of the Revenue Act of 1918. 

Cigars and cigarettes — Manufactured or imported into the 
United States, 

The manufacturer or importer must pay upon cigars and 
cigarettes manufactured in or imported into the United States 
and hereafter sold by the manufacturer or importer or removed 
for consumption or sale the following taxes: 

Cigars — all descriptions, weighing not more than 3 pounds per 

thousand, $1.50 per thousand. 
Cigars — ^weighing more than three pounds per thousand when 

manufactured or imported to retail at the following prices : 

Sc. each or less $4 per 1000. Over isc to 20c. $12 per 1000. 
Over 5c. to 8c. $6 per 1000. Over 20c. $15 per 1000. 

Over 8c. to iSc. $9 per 1000. 

Cigarettes — weighing not more than 3 pounds per 1000, $3 per 
1000 — ^weighing more than 3 pounds per 1000, $7.20 per 
1000. 

In determining the tax to be paid regard shall be had to the 
ordinary retail price of a single cigar. Sizes of packages and 
stamping requirements are prescribed by the Act. All cigarettes 
imported from a foreign country must be packed, stamped and 
the stamps cancelled in a like manner, in addition to the import 
stamp indicating inspection of the custom house before they 
are withdrawn therefrom. 

Tobeuico and snuff. 

Upon all tobacco and snuff manufactured in or imported 
into the United States and hereafter sold by the manufacturer 
or importer or removed for consumption or sale, in lieu of the 
existing tax, a tax of 18 cents per pound is imposed. Packages 
permitted are described. 

Cigarette paper. 

Upon cigarette paper made up into packages, books, sets, or 
tubes, made up in or imported into the United States and here- 
after sold by the manufacturer or importer to any person other 
than to a manufacturer of cigarettes for use by him in the 
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I 

• 

manufacture of cigarettes) the following taxes, to be paid by 
the manufacturer or importer: On each package, book, or set, 
containing more than twenty-five but not more than fifty papers, 
J4 cent ; containing more than fifty but not more than one hun- 
dred papers, i cent; containing more than one hundred papers, 
J4 cent for each fifty papers or fractional part thereof ; and upon 
tubes I cent for each fifty tubes or fractional part thereof. 

Every manufacturer of cigarettes purchasing any cigarette 
paper made up into tubes (a) shall give bond in an amount and 
with sureties satisfactory to the Commissioner that he will use 
such tubes in the manufacture of cigarettes or pay thereon 
a tax equivalent to the aforesaid tax, and (b) shall keep such 
records and render under oath such returns as the Commis- 
sioner finds necessary to show the disposition of all tubes pur- 
chased or imported by such manufacturer of cigarettes. 

Leaf tobacco. 

Section 35 of the Act of August Sth, 1909, is repealed to take 
effect April i, 1919, and Section 3360 of the Revised Statutes 
relating among other things, to the filing of returns by dealers 
in leaf tobacco is amended. 

Vendee to pay taxes — When. 

In cases of certain contracts heretofore entered into with 
dealers the vendees may be required to pay the tax. See page 
90 for a description of the statute on this subject. 

Exports. 

The above taxes do not apply to articles sold or leased for 
export and in due course so exported. 

TAX ON ADMISSIONS AND DUES 

§§800-802 Revenue Act of 1918 

Places of amusement. 

From and after April i, 1919, taxes are imposed as follows: 

(i) I cent for each 10 cents or fraction thereof of the 
amount paid for admission to any place, including admis- 
sion by season ticket or subscription, to be paid by the 
person paying for such admission. 

(2) In the case of persons (except bona fide em- 
ployees, municipal officers on official business, persons in 
the military or naval forces of the United States when 
in uniform, and childtetv uxvdet \?«^n^ ^^•^ct'^. ^\ ^'jy^ ^i^- 



